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Recent economic developments in eastern Europe and the Soviet Union 


4 

_ In the Soviet Union and a majority of countries in the 
area — especially in the more industrialized ones — the 
directives for the preparation of the 1965 plans were 
characterized by the greater emphasis placed on qualitative 
achievements, an aspect which, in the past, and despite 
frequent appeals, had never actually enjoyed the priority 
given to purely quantitative growth objectives. Following 
this change in attitude, which has been apparent for some 
time, the planners were generally requested to refrain 
from establishing over-ambitious growth targets and to 
give more attention to a wider range of issues, such as 
the closer adaptation of output to the requirements of 
domestic and foreign demands, cost reductions, a more 
efficient use of investment resources, and to the sectors 
directly concerned with consumers’ supplies, etc. In the 
following sections of this chapter, it is pointed out that 
initial progress in these fields has indeed been recorded 
during 1965 in quite a number of countries, although 
more decisive results cannot be expected for some time, 
since the newly formulated objectives seem to require 
extensive changes not only in current policies but also 
in the planning and management methods — a fact 
of which the governments in the area are increasingly 
aware. 


Bolder attitudes and actions in the field of economic 
reform were salient features of developments in 1965. 
Several countries announced economic reforms, and 
further progress was reported in countries where the 
basic programmes for institutional changes had already 
been adopted. This subject will be discussed in more 
detail in section 7 of this chapter. 


The past year also saw the expiration of the earlier 
medium-term plans and the formulation of new ones. 
These new plans are bound to be influenced by the rather 
general shift of emphasis in economic thinking that has 
been brought about by economic growth and a more 
critical appraisal of past economic performance. The 
publication of these plans seems to have been somewhat 
delayed, mainly owing to the need to co-ordinate their 
objectives with the programmes of action recently adopted 
in the institutional field, but the plans themselves may be 
expected to reflect to a greater degree than the annual 
plans the more refined approach to economic growth. 
The range of policy objectives is likely to be widened and 
better balanced than in the past. Moreover, with the 
opportunities for extensive growth much more circum- 
scribed in most of the industrially advanced countries of 
the area, and with a generally rapidly rising dependence 
on foreign trade, the need for a higher rate of technical 


1. THE GENERAL PATTERN 


progress and for specialization on a wider international 
scale is likely to receive more attention.! 


As can be seen from Table 1, although relatively high 
rates of growth were achieved by the majority of countries 
in 1965, economic expansion decelerated in all countries 
but eastern Germany and Czechoslovakia where the 
national income rose faster than in 1964. However, 
except in the case of Czechoslovakia, these changes in the 
rates of growth of national income did not generally 
constitute major departures from the recent trends. 


Without quite achieving the impressive performance 
of the two preceding years, the Rumanian economy 
continued to expand at a vigorous pace, again scoring 
the highest rate of growth in the area. In the period 
covered by the last medium-term plan, Rumania came 
nearest to the plan target for growth. According to 
preliminary data, national income expanded by roughly 
the same percentage in the Soviet Union, Bulgaria and 
Poland in 1965. Because of insufficient support from the 
agricultural sector, the annual plan target was not reached 
in the first two countries, whilst in Poland the actual 
growth rate was somewhat higher than that planned. 
Economic growth in the Soviet Union in the seven-year 
plan period was also close to the plan. The average rate 
achieved in Bulgaria over the five-year plan period was 
only slightly below the corresponding Soviet rate and 


1 According to the plan directives recently published in the Soviet 
Union (for submission to the Party Congress in March 1966), the 
main tasks for industry in the coming period will be: “ to increase 
the efficiency of production and its technical levels, to improve the 
structure of output, to raise the quality of industrial goods, to 
introduce on a larger scale new techniques and technological pro- 
cesses, and to increase production of consumers’ goods in order to 
meet more fully the growing demand of the population”. Referring 
to the new Polish Five-year Plan, the Prime Minister, Mr. Cyrankie- 
wicz said: “ We are faced by a whole set of problems ... imposed on 
us by the need for increasingly more economical and thrifty manage- 
ment, for raising labour productivity, reducing costs, improving the 
quality of goods produced, raising the efficiency of planning and 
management, extending the variety of production, shifting to 
production of greater refinement and precision, mastering new 
technology, increasing competitiveness in foreign markets — in a 
word, everything that results from passing to a higher level of 
industrialization while at the same time overcoming the still existing 
delays in development due to the very low starting level ” (Trybuna 
Ludu, 26 June 1965). The average annual rate of growth of Polish 
national income was set at 5.4 per cent in the directives published 
in 1964 compared with the 7 per cent stipulated in the previous plan. 
The growth target for the national income of the Soviet Union is 
also somewhat below that of the previous plan (6.7-7.1 per cent, 
compared with 7.1-7.4 per cent), and the directives provide for a 
slightly lower rate of industrial expansion compared with that in the 
expired Seven-year Plan (8.0-8.4 per cent per annum, and 8.8 per 
cent respectively). 
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: - : | 6.5 -1.1 тов Spe СС Sse eet 
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National income produced . ener ee 10 4 Я 11 .. 8 
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ey ac le ee reports. For Bulgaria Excluding uncompleted investments. 


hod i Zhivnenoto Ravnishte, Sofia 1966. г i i 
Bi prices, Including uncompleted investments. 


> кА 4 
Growth rates of national income produced 
in the last medium-term plan period 
i i. Annual averages 
Country Plan Actual 
Баша (1961<1965) 0. 9.3 5% 
20019511965) зы ых... 9.8 6.5 
hoslovakia (1961-1965) ..... 7.3 а 19 
stern Germany (1959-1965) 6.92 2.8% 
#1231у1(1961-1965) „де. 6.3 4.6 
й 1611965)... ...> 7.0 5.9 
ARumania 1950-1965) cm гс 9.3-10.3 9.0 
Soviet Union (1959-1965) ...... 7.1-7.4 6.7 


=_= 


Sources ; National statistics, plans and plan-fulfilment reports. 


@ This refers to the original plan which was abandoned in 1963, after whi 
annual plans were prepared. , after which only 


© The plan was interrupted in 1963 and a new Seven i 

io у -year Plan for the period 
1964-1970 established 4.4 per cent as the target (Economic Survey of Europe 
in 1962, Part 1, Chapter I, p. 60). 


£ Average for the period 1961-1965. 


higher than that of Poland, but it missed the very ambitious 
plan target by a considerably wider margin than in the 
latter country. 


The sharp fall in the Hungarian rate, after a number 
of years of stable growth at a 4-5 per cent rate, was a 
consequence of the growing strains which the economy 
had been experiencing for some time. Part of the decline 
was due to fortuitous developments in agriculture, but 
the major factor was the Government’s decision to retard 

.growth temporarily in order to restore the external 
balance and to attend more systematically to the quali- 

tative shortcomings of the economy. The main short- 
term objectives were achieved in the course of the year, 
but the Government is about to engage in a comprehensive 
longer-term programme of institutional changes. The 
growth target established in the 1961-1965 plan proved 
to be too ambitious for the Hungarian economy. The 
fairly high rate of growth achieved in eastern Germany 
represented a continuation of the rising trend observed 
since 1963. The modest increase in the national income 
of Czechoslovakia in 1965, which had been preceded in 
1964 by a resumption of industrial growth and a partial 
recovery of investment, seems to indicate the beginning 
of an upward movement after several years of virtual 
stagnation. The large-scale efforts that have been made 
to overhaul industry, and which have been combined to an 
increasing extent of late with the implementation of the 
vast programme of institutional changes, appear to have 
started producing results although, as stated by President 
Novotny himself, the basic problems facing the economy 
have not yet been solved.? 


2In his New Year address, President Novotny described the 1965 
economic record of Czechoslovakia in the following way: “ Looking 
back at the past year, we can speak of only partial fulfilment of our 
expectations. It is true that the plan for industry was overfulfilled 
in 1965, and by more than we had expected. The development of 
industry improved, the national income increased, productivity 
rose, the quality of goods improved to a degree, their quantity also 


clear picture of developmen 


of growth of national income — roughly of the order of — 
3 per cent. On this basis, the total increase in the national 
income over the five-year period would amount to some 
32 per cent compared with a planned expansion of 
56 per cent. | 

The performance of individual sectors varied from 
country to country, but the main contribution to the rise 
of national income invariably came from an expansion 
of industrial output. For the area as a whole, the rate of 
growth of the latter was higher than last year; a significant 
fall in the rate of growth of industrial output occurred 
only in Hungary and Albania whilst the slowing down in 
Rumania and eastern Germany (the plan was over- 
fulfilled in the two latter countries) was of no real conse- 
quence. On the other hand, the year saw considerably 
larger increases in industrial output in Czechoslovakia, 
Bulgaria and, to a lesser extent, in the Soviet Union. 
Some improvements in the quality of industrial goods 
were reported in several countries and this resulted in a 
reduction in the size of unnecessary stocks in Czecho- 
slovakia and Hungary.? A salient feature of industrial 
development in 1965 was a rather general tendency for 
the gap between the growth rates of producers’ and 
consumers’ goods to narrow. In the Soviet Union, where 
for the first time since the war the two sections of industry 
developed at roughly the same pace, the rise in consumers’ 
supplies was quite significant. The expansion of industrial 
output was supported by additions to existing capacity, 
such additions having been in greater evidence in the last 
two years, and by rather favourable supply conditions — 
partly the result of recourse to stocks accumulated in 
1964. A more efficient use of inputs seems to have been 
achieved in several countries, especially in Poland and 
Hungary, where output in terms of value added rose 
somewhat faster than gross production, but in Czecho- 
slovakia the former tendency for inputs to rise faster 
than net output reappeared. The rise in labour productivity 
in eastern Europe was on the whole less than in 1964 and 
was also below the plan, while employment increased 
considerably faster than anticipated. The only countries 
where the output expansion was achieved, without the 
level of employment changing much, were Hungary and 
eastern Germany. 


In contrast with the steady performance of the industrial 
sector, agricultural production behaved rather erratically 
largely as a result of the impact of variable weather con- 
ditions on the crop sector. Declines in global output were 
recorded in Hungary and Czechoslovakia and the con- 
tribution of agriculture to the rise of national income 
was either insignificant or negative in all countries 
except Poland and eastern Germany. However, irrespec- 
tive of the variations in the size of global agricultural 


increased so that the market is better supplied than a year ago. For 
the time being, however, we have not succeeded in achieving a 
basic change in the development of our economy. We still build 
expensively, we produce expensively ” (Rudé Ргауо, 3 January 1966). 

8 In Hungary, this development was also partly due to an intensive 
publicity campaign, informing enterprises about the variety of the № 
existing stocks, launched at the beginning of the year. 


output, which were closely related to changes in crop 
production, the livestock sector performed well in most 
countries. Animal production rose sharply in the Soviet 
Union and good results were obtained in Bulgaria, 
eastern Germany and Poland. Moreover, judging from 
data on milk yields and average weights of slaughtered 
animals, etc., it would appear that a rise in productivity 
was generally more responsible for this than an increase 
in the livestock population—an indication of the 
progress achieved in the introduction of advanced 
methods of breeding and feeding at the farm level. There 
is ample evidence that the drive to improve the technical 
basis of agriculture will continue to gain strength. How- 
ever, it is even more significant that such broader economic 
issues as the terms of trade of agriculture and rather 
specific features of agricultural planning and management 
have of late been examined in the same spirit as that which 
has induced the move towards an economic reform of 
industry. The growing awareness that technical measures 
alone, even if supported by large investment outlays, are 
not likely to transform agriculture into a truly dynamic 
sector has led up to important government decisions in 
most countries in the area. In particular, there is the vast 
array of economic measures adopted in the Soviet Union 
in 1965 (which preceded the announcement of the reform 
of industrial management), and the preliminary outline 
of the new Hungarian economic system where institutional 
problems of both industry and agriculture are treated 
simultaneously. 


The information which is available about changes in 
the amount of resources that are domestically dis- 
tributed, their end-use, and the contribution of foreign 
trade, suggests that recent trends have varied widely, 
although a relatively clear picture cannot be obtained for 
all countries. The change from a small export surplus to a 
rather large foreign trade deficit in Poland meant that 
the size of the national income distributed rose faster 
than the national income produced. This was associated 
with a slightly accelerated growth of consumption 
compared with 1964 and a significantly greater increase 
in accumulation — the latter in both the form of stocks 
(largely because of good results in the agricultural sector) 
and a much faster rise in fixed investment and capital 
repairs. A sharp reduction of the export surplus also 
caused a relatively faster rise of domestically distributed 
resources in Czechoslovakia. Consumption increased 
more rapidly than in 1964, whereas, under the combined 
impact of a fall in stocks and a moderate rise of fixed 
investments, accumulation either declined slightly or 
remained at the 1964 level. A most significant change 
occurred, however, in Hungary. In the wake of the 
policy decisions described earlier, consumption was 
allowed to increase only slightly and a modest rise in 
fixed assets, coupled with a sharp reduction of stocks, 
brought total accumulation below the 1964 level. This 
enabled the Government to reduce the growth rate of 
imports to an insignificant percentage while the export 
expansion continued at a vigorous pace. As a result, the 
large 1964 import surplus was virtually eliminated and 
distributed national income, which in the three previous 
years had grown faster than the national income pro- 
duced, was kept unchanged. In Bulgaria there was a 


moderate increase in the import surplus and distributed 
national income must have risen somewhat faster than 
the national income produced. 


No data are available for changes in the end-uses of 
national income in eastern Germany, Rumania and the 
Soviet Union. Judging from indirect evidence it would 
seem that in the first two countries the rate of expansion 
of consumption was definitely below that of national 
income, but that the opposite occurred in the Soviet 
Union where per capita real incomes were reported to” 
have increased a great deal. A further, though slight, 
increase in the share of consumption is anticipated in the 
1966 Plan for the Soviet Union. 


Investment outlays in the area generally expanded at a 
slower rate than in 1964 (though Poland and Bulgaria 
were exceptions) but, on the other hand, there was а. 
stronger tendency than ever before for the well-known 
shortcomings of investment activity to receive special 
attention. Such matters as the growing concern about the 
low efficiency of investment, high construction costs 
(which have resulted in rising investment output ratios), 
delays in completions and the insufficient attention given 
to the timing of the implementation of investment plans, 
have all to be taken into account in the programme 
dealing with economic reform. The changes envisaged in 
the system for financing investment and the various 
measures which seek to improve planning and to raise 
efficiency in this particular field constitute, in fact, one 
of the most important aspects of these programmes. 


The fragmentary information which is available about 
the 1966 plans clearly indicates that the trends referred to 
above will continue. If anything, qualitative considerations 
will be given both wider scope and more weight. Short- 
term objectives and policies will be required to conform, 
to an increasing extent, with the fundamental aim of 
improving the qualitative performance of the economy, 
which in most cases needs a co-ordination of short-term 
objectives with the longer-term goals of economic reforms. 


A comparison of the 1966 growth rates with those 
achieved in 1965 would seem to indicate that great 
caution has been exercised when selecting the basic 
quantitative targets, although the agricultural sector’s 
expected contribution to growth often tends to be rather 
optimistic. Only in Bulgaria does the plan stipulate a rate 
of growth of national income significantly above that of 
the previous year (and also above the 1965 Plan), though 
Hungary, after having restored its external balance, aims 
at a rather more rapid growth — but, as in Czecho- 
slovakia, there is obviously no intention to subject the 
economy to undue strain. The planned increases in the 
national incomes of the Soviet Union and eastern Ger- 
many are roughly in line with the 1965 performances. 
The Polish plan foresees a significant slow down in the 
rise of national income, partly because of the expected 
decline in agricultural output, partly on account of qua- 
litative considerations and, more specifically, as a result 
of the desire to remove tightness in supplies (especially 
of raw materials), while aiming at approximately identical 
growth rates for imports and exports. The 1966 national 
income figures for Albania and Rumania have not yet 
been released, but the target set for industrial growth in 


latter country is known and suggests that the Ruma- 
plan will not provide for a growth rate beyond that 
ally achieved in 1965. г 
The principal characteristic of the 1966 plans, however, 
the general decision to reduce the rate of industrial 
ansion. With the exception of Hungary and eastern 
Germany, which expect roughly the same rates as in 
1965, industrial growth is to slow down everywhere to 
h an extent that the rate for the area as a whole will be 
reciably lower than in 1965. Taken in conjunction with 
fl 
7 
_ For most of the eastern European countries and for the 
‘Soviet Union the past year has been marked by relatively 
‘rapid industrial expansion. A number of countries were 
able to accelerate their rates of industrial growth and most 
others have more or less maintained the relatively high 
fates achieved in 1964. Almost all the countries of the 
region reached their annual production target and some 
surpassed it by a considerable margin. As can be seen 
from Table 3, the rise in industrial production in the area 
as a whole is estimated to be 8.5 per cent compared with 
the 7.4 per cent increase attained in 1964. Only in Albania 
and Hungary was the 1965 growth rate significantly lower 
than in the preceding year. 

Yet, perhaps never before in the postwar period have 
the results of one year contrasted so sharply with plans for 
the following one, as they did at the end of 1965. Except 
in Hungary * where the plan calls for roughly the growth 

fate achieved in 1965, all countries expect a slackening 
in the pace of their industrial expansion in 1966. In some, 
notably the Soviet Union, the prescribed rate is among 
the lowest envisaged in an annual programme. If they 
‚ аге exactly fulfilled, these plans will yield an estimated 
6.6 per cent growth rate for the region as a whole, which 
is not only considerably lower than the rate recorded in 


1965, but is also inferior to that registered in the very 
unfavourable year of 1963. 


This changing rhythm of growth reflects, in part, 
the simultaneous completion of a number of investment 
projects together with the end of the long-term plan 
period. Thus, the acceleration in the industrial growth 
rates achieved by a number of countries in 1964 and 1965 
is due in part to a rise in the number of project comple- 
tions, particularly in basic industries, many of which were 
started much earlier. Similarly, the relatively slow expan- 
sion envisaged for the current year can be related to a 
planned fall-off in the volume of finished investment. 


Changes in the availability of supplies were another 
factor which exercised a considerable influence on the 
trends described above. Recent sharp fluctuations in 
agricultural production have undoubtedly had an impor- 
tant effect on the performance of Soviet industry. They 
inhibited growth in 1964, accounted for much of the 
improvement in 1965 and, apparently, will again have an 
unfavourable effect in 1966. Moreover, the fact that in 1966 
the working year will be three days shorter than in 1965 


4 And possibly Albania, for which no data are available. 


the higher or approximately unchanged rates of growth 
of national income, this obviously requires that the 
performance of the agricultural sector be much better 
than last year. This is particularly true of the Bulgarian 
and Soviet plans which rely heavily on a substantial 
expansion of agricultural output but, as 1965 experiences 
show, agriculture will also have to make a significant 
contribution in Hungary and Czechoslovakia if, with the 
planned rates of industrial growth, the national income 
targets are to be reached. | 
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also helps to explain the slowdown expected in 1966. In 
Poland, the large agricultural supplies available between 
January and September contributed a great deal to the 
good industrial performance of 1965, and the smaller 
harvests, in the same year, of such products as sugar- 
beet, tobacco, potatoes, fruit, vegetables and eggs, have 
been taken into account when formulating the 1966 Plan. 
Moreover, the rise in imports of industrial raw materials, 
which was less than in 1964, is to slow down again in 1966 
on account of foreign exchange limitations, and this is 
undoubtedly a factor restricting the current rate of 
industrial growth. In Hungary, the difficulties in the agri- 
cultural sector and the problems associated with raising 
imports of raw materials are two of the more important 
factors restricting growth rates both in 1965 and 1966. 
In eastern Germany, larger supplies of crude oil from the 
Soviet Union have made an especially important contribu- 
tion to the required fuel and raw material supplies, and 
the relatively high level of agricultural production re- 
corded in the two recent years has facilitated the develop- 
ment of the food-processing industry. In Czechoslovakia, 
a significant increase in the imports of raw materials 
required by some branches of light industry has promoted | 
a fuller utilization of production capacity and has con- 
tributed to the acceleration in the growth of output in 
1965. . 


Quantitative indices alone are a very inadequate 
measure of industrial advance. This statement has even 
greater validity when far-reaching changes occur, whether 
in the structure of production or in its qualitative or 
technological aspects; that the latter type of develop- 
ment has been emphasized in recent years is beyond 
question. It is this development which accounts for the 
fact that plan objectives no longer place as much emphasis 
on merely quantitative achievements, but instead stress 
the need to raise the efficiency and quality of production, 
and to ensure that it is better adapted to requirements. 


The policy of concentrating on reducing costs and the 
capital-output ratio, on changes in the composition of 
production, on modernizing production methods, on 
raising the quality and on a more efficient use of fuel and 
raw materials, etc. is an inherent part of the wider policy 
of improving the performance of the economic system. 
It derives from the same need which prompted a change in 
attitudes towards the necessity and scope of reforming the 
planning and management system, and which led to an 
intensified search for an economic mechanism which 
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TABLE 3 
Global output (A), employment (B), and output per man (C) 
sae ее 1962 to 1966 Plan 


Percentage changes from preceding year 


1965 1965 1966 


Country and indicator 1962 1963 1964 


Plan® Actual Plan 
a a ee ЕН 
Albania ....A 64°61 а a 
Bulgaria ... A 10100: 21145-98 33.7 106 

B 2.9 5.7 Зы 3.3 6.7 4.3 
с 7.9 4.1 7.4 6.4 6.7 6.0 
Czechoslovakia . А 6.3 —0.6 4.1 О т 
B 3.0 0.3 0.6 1.1 1.8 ae 
С 32 —09 3.5 4.4 6.0 ac 
Eastern Germany? A 62 5-4325:6.6: > 51, Sn6250.582 
B —0.4 -05 -—1.7 Е = == 
с 6.6 4.8 8.4 ar 
ungary....A 84 7.1 8.8 45 ca.5 46 
as B 3.6 4.1 3.6 1.3 0.4 0,8-1.2 
Cc 4.6 2.9 5.0 3.2 ca.4.5 3.2-4.8 
Poland .... А 8.655 Sener 0 3 eae See Gel 6.5 
B 5.2 3.7 3.0 27 49 2.8 
Cc 272 1.6 6.1 4.9 3.9 3.6 
Rumania ... А 14.8. 12.5. 14.1 13 13.1. 10.5 
В 7.6 4.9 3.6 3.7 5.5 2.7 
с 6.7 72 10.1 9 7.2 7.4 
Eastern Europe® А 8.0) 34 9% 8.10 711-9832 216,55 
B 3.2 2.3 1.7 г 2.9 - 
с 4.6* 2.5% 6.3* 5.2 * 
Soviet Union. . A LH ficient | tsi 8:1 228 8:6) 156.79 
B 3.5 3.1 3.2 2.6 3.7 1.9 
© 6.0 4.8 3.8 5.7 4.7 4.7 
Eastern Europe and 
Soviet Unione А OST Reet 4 oO ee 8 5 22616 
B 3.4 2.9 27 А 3.4 a 
Cc 5 518d 1 Oo 68 48. 


Sources ; National statistics, plans and plan-fulfilment reports. 


Note. — Except where otherwise indicated, output data refer to “ gross 
production ”. The data cover state industry only in Hungary and the socialisi 
industry in Albania, Bulgaria, Poland and Rumania. For the Soviet Union, they 
exclude industrial activity on collective farms, for eastern Germany, handicrafts. 
Employment and productivity figures are in many cases derived from the other 
available data. 


@ Targets set in original plans. The figures shown in the table may differ from those 
implied in the reported data on the actual change during the year and the per- 
centage of plan fulfilment, either because of plan modifications or because of 
differences in the base. Original plan figures are usually related to preliminary 
estimates for the base year: plan-fulfilment reports, as a rule, relate to the final 
returns of the base year. The output plan figures as derived from the reported 
percentages of plan-fulfilment are Bulgaria 8.6, Czechoslovakia 5.0, eastern 
Germany 4.6, Poland 6.4, Rumania 11.6. For the Soviet Union no percentage 
relating to the extent of fulfilment of the annual plan was published. The 1966 
plan data for Rumania are given in terms of 1963 prices, the figures for the 
previous years in 1955 prices. 

5 The figures for 1965 and 1966 refer to “ commodity production ” which is not 
strictly comparable with gross production because the former excludes woik 
in progress. 

¢ For the method of weighting output see the Economic Survey of Europe in 1962, 
Part 1, Chapter I, р. 3, footnote 2. 

4 Apparently the figures do not cover the whole of industry. They refer to what 
is termed production “in the planned group ” (po planiruyemomu krugu); see 
for instance, A. N. Kosygin, Pravda, 10 December 1964 and N. K. Baibakov in 
Pravda, 8 December 1965. N. Lebedinsky refers to these figures (in Planovoe 
khozyaistvo No. 1, 1966) as production covered by the “ methodology and area 
encompassed by the plan” (po metodike i krugu plana). These terms have not 
been previously employed in Soviet statistical reporting. 


would ensure a more speedy utilization and better adapta- 
tion of the fruits of modern technology. A combination of 
all these factors has given added importance to a relaxa- 
tion of the conditions under which the economy operates, 


Е 


whether it requires the removal of tightness in the con- 


sumer market, an improvement in producer supplies or 
even a less intensive use of productive facilities. = : 
While a need to pay greater attention to the qualitative 
aspect of growth is present in every country, the ‘urgency 
is felt more in some than in others. In countries such as 
Czechoslovakia and eastern Germany, which have limited 
supplies of labour and which are very dependent on 
foreign trade, the problem associated with the need for 
modernization, specialization and efficiency is one of 
crucial importance for continued expansion. On the other 
hand, there are countries like Bulgaria and Rumania 


where much scope remains for extensive growth and f 


which, although they are interested in qualitative improve- 
ments in order to increase their export capacity and to 


| 
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satisfy more sophisticated consumer demands, are stillina | 


position to attach a relatively small weight to this factor in 
comparison. with the other countries. There are also 
certain “ middle of the road ” countries such as the Soviet 
Union, Hungary and Poland, which depend to an increas- 
ing extent on their ability to make the utmost use of 
technological advances and on the most efficient utiliza- 
tion of resources. 

It is in connexion with the growing complexity of pro- 
duction and the rising level of industrial development that 
the problem of qualitative growth assumes greatest 
importance. It is difficult to judge the extent to which the 
slackening in the growth curve that often seems to accom- 
pany the rise in the level of industrial development is 
“real”, in the sense that it reflects such retarding factors 
as the exhaustion of under-utilized labour resources and 
current technological knowledge etc., and the extent to 
which it is “statistical”, that is, the degree to which 
available indices underestimate in a cumulative way 
qualitative and complex technological improvements. 
Nor is it easy to separate the effect of these two factors 
from the impact of what is now considered to have been a 
major weakness of the planning and management system 
that has hitherto prevailed, namely its inability to make 
maximum use of what might be termed “ intensive ” 
growth factors, which become more important as develop- 
ment proceeds. Nevertheless, it may well be true that, 
more than any other, this latter factor accounts for the 
very significant differences between the growth rates of 
the various countries observed during the last five years 
(see Table 4). For, even if growth opportunities in such 
countries as Czechoslovakia and eastern Germany were 
more restricted than those in, say, Bulgaria or Rumania, 
the observed differences are too large to be explained only 
in terms of their comparative levels of development. 


The sequence in which countries have ceased to insist 
on high quantitative targets itself indicates the path 
which, sooner or later, the development of the various 
economies must follow. First, Czechoslovakia and eastern 
Germany abandoned the long-term targets they had 
originally adopted and switched attention to qualitative 
growth. Later, Hungary — which was closely approaching 
its long-term objective — adopted the same course. And 
now, in 1966, Poland — after the successful completion 
of its long-term programme — has followed suit. In the 
Soviet Union, questions associated with quality and 
efficiency have also been brought to the foreground and 


it es TABLE 4 
й Global industrial production in eastern Europe and the Soviet Union, 1963 to 1965 


Indices and percentage changes 


1963 1964 1965 


11.1964 | Ш.1964 | IV.1964 


a, Index 1960 = 100 Percentage change 

> Seasonally adjusted 

y Bulgaria . . os 134.9 150.2 170.8 | 147.2 149.0 149.7 155.4 | 164.3 169.3 173.2 176.4| 170 13.5 
a opie gabe .| 114.7 119.9 129.4 | 118.0 118.6 120.6 122.6 | 127.6 129.4 130.2 130.2} 156 6.2 
“ tern : 

Сегтапу 117.4 125.1 132.6 | 122.5 123.7 124.9 129.8 | 130.9 132.4 135.4 132.5 | 154 2.1 
Hungary 128.8 140.1 147.0 | 138.0 138.7 138.3 146.7 | 148.3 145.0 145.3 148.0 | 148-150 0.9 
Poland 126.2 138.0 151.3 | 134.0 135.3 139.7 141.6 | 149.1 150.3 155.3 149.7 152 Sal 

Rumania 149.0 170.0 192.3 | 161.3 166.6 172.6 176.7 | 184.4 189.0 194.5 198.8 180 12:5 
Seasonally 
unadjusted 
Albania... 121.7 130.7 135 


Soviet Union . .| 129.4 138.6 150.5 


Sources : National statistics; and ECE, Statistical Indicators of Short-term 
Economic Changes in ECE Countries. 
@ The latest version of enacted plans, even if subsequently modified or officially 
abandoned. In cases where the years covered by the plans were different from the 
1961 to 1965 period, allowance was made for the changes in years outside this 


much of the success of the new Five-year Plan was made 
to depend on the release of intensive growth factors and 
on the adjustment of production to the pattern of 
requirements. 


The more rapid rise in production in 1965 was generally 
accompanied by a faster growth of employment. In most 
countries, increases in labour productivity were lower than 
in 1964, but, owing to an improvement in the Soviet 
Union, it was higher in the area as a whole. Most coun- 
tries were not able to meet their productivity targets in 
contrast to their achievements in the previous year. 
Increases in employment, however, were almost every- 
where higher than expected, the excess being substantial 
in a number of cases. 


In the centrally planned economies, institutional factors 
combine with others to cause fluctuations in the level of 
production. Such fluctuations are not only those attribut- 
able to the cycle of investment completions, but also those 
which occur within a calendar year. In addition to the 
usual seasonal factors —the weather, holidays, etc. — 
these are caused by variations in the rhythm of working 
effort throughout the various stages of the plan period. 
As can be seen from Chart 1, the amplitude of these 
variations, as well as their regularity, differs from one 
country to another. Nonetheless, there is invariably a 
concentration of output in those months of the year when 
quarterly plan reports are submitted, generally also 
representing the month in which delivery contracts 
become due, and in the end months of the year, 
the period immediately prior to an annual report. The 
month of December is an exception, on account of the 
holiday season, but despite this, the level of output during 
the last quarter is significantly above the level of the other 
three quarters. Differences between output levels in the 


73 


period. Such corrections were necessary in the following cases: eastern Germany: 
the index for the original plan covering the years 1959 to 1965 was 188 (1958 = 
100); Rumania: the index for the original plan covering the years 1960 to 1965 
was 210 (1959 = 100); and the Soviet Union, where the index for the original 
plan covering the years 1959 to 1965 was са. 180 (1958 = 100). 


other quarters are less pronounced though, as a rule, the 
second quarter of the year is better than the first. But, 
whereas in some countries there is a further improvement 
during the third quarter, in others activity slackens 
sharply, as shown by the following figures, due to the 
influence of summer holidays. 


Quarterly fluctuations in industrial output 


Average quarterly deviation in recent years of industrial production 
indices from the twelve-month moving average centred at a given 
month 


Ist 2nd 3rd 4th 

quarter quarter quarter quarter 
Czechoslovakia... 96.3 100.3 94.7 107.5 
Eastern Germany .. 96.6 98.4 99.8 104.2 
TUB GATY о 95.4 99.1 101.0 105.3 
Poland. ge, ks о 97.0 99.0 94.7 107.3 
Rumania... Go. a 95.1 98.4 99.6 106.0 


Owing to a rather high degree of consistency from year 
to year in the monthly fluctuations and to the fact that 
monthly data have now been available for some time, it 
is possible to trace the production flow throughout a year. 
As can be seen from Chart 2, month-to-month fluctuations 
in the level of production are considerable, even when 
seasonal factors are eliminated. Nevertheless, it is possible 
to identify distinct movements in the various countries, 
reflecting not only the fact that in some countries produc- 
tion grew faster than in others, but also that within a 
given year the rhythm of growth has varied significantly 
from one country to another. 


These trends are summarized by the figures presented 
in Table 4. The indices show that Bulgaria and Rumania 
were the only countries which enjoyed a fairly even pace 
of expansion through 1965. Czechoslovakia, eastern 
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Germany and Poland experienced а slackening of growth 
towards the end of the year which, in the latter two 
countries, amounted to an absolute decline in production. 
Among these countries, growth during the year was 
relatively most stable in eastern Germany which, as 
mentioned above, experienced a decline between the third 
and fourth quarters despite some revival in the last two 
months of the year. Production was rather erratic in 
Czechoslovakia, particularly in the second half of the 
year, and even more so in Poland where growth was 
concentrated in the first and third quarters. A distinct 
downward drift set in after the summer and seemed to 
endure until the end of the year. There was a definite 
downward trend in Hungary during the first half of the 
year, and while there was an improvement in the second 
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half, the level of output in the fourth quarter was not 
higher than in the first. In this country, the gain registered 
in 1965 was entirely the result of an upswing which began 
in the second part of 1964 and lasted until the beginning of 
1965; the same is largely true of Poland. 

When attention is directed to changes as measured 
between the corresponding quarters of two years the 
slackening of industrial expansion towards the end of 
the year, referred to above, becomes even more apparent. 
This slackening contrasts sharply, in a number of countries, 
with the acceleration which occurred in the corresponding 
period of 1964; the difference (see columns 14-17 of 
Table 4) is particularly marked in eastern Germany, but 
is also present in Czechoslovakia, Hungary and Poland. 
There was not much variation, however, between the 


annual growth rates measured for the other three quarters — 
in Poland and very little in most other countries. However, — 


in the Soviet Union, for which such quarterly comparisons 
can be made, there was a definite tendency for the quarterly 
growth figures to slacken after the second quarter. 


Developments in individual countries 


With an increase in global output of 8.6 per cent, the 
industrial sector in the Soviet Union over-fulfilled its 
annual plan target of 8.1 per cent and achieved the 
overall growth objective set forth in the Seven-year Plan 
1959-1965; the actual annual average rate of industrial 
growth during the plan period was 9.1 per cent compared 
with the goal of 8.8 per cent. However,. although in- 
dustrial growth rates were high, there was a marked 
tendency for them to slow down in the more recent years, 
the annual average rate falling from 10.4 per cent in the 
period 1956-1960 to 8.5 per cent in the period 1961-1965. 
And, whereas in the earlier part of the plan period growth 
rates were above the planned average, in the latter part 
they tended to fall short of this average.® 


The 1966 plan targets imply that, although.1965 was 
characterized by an upswing, it did not constitute a 
turning point in the long-term development. However, 
there are a number of factors, such as the recent sharp 
fluctuations in agricultural production and the reduction 
in the working year, which do not allow a clear picture 
to be obtained of the most recent developments. Also the 
vast reorganization of the planning and administrative 
system, which is to take place in 1966, may have influenced 
the decision about the target for industrial growth. 


Although the 1965 acceleration of industrial growth 
was accompanied by sharper increases in both employ- 
ment and labour productivity, the latter was the more 
important; roughly 56 per cent of the rise in global 
industrial production was attributable to higher output 
per man, compared with 54 per cent in 1964 and a 
planned 74 per cent for 1966. However, as in previous 
years, output per man did not reach the level originally 
envisaged, $ whereas the rise in employment was larger 
than planned. 


The individual plan-fulfilment reports for the Russian 
Federation, the Ukraine and Byelorussia indicate that an 
upswing was a feature of all these republics in 1965. 
The improvement varied greatly, however, in a way that 
tended to enlarge the existing, and already considerable, 


5 As the following figures show, on a cumulative basis, actual 
growth remained ahead of planned growth, though by the end of the 
period the lead was smaller. 


Cumulative growth rates 
Indices, 1958 = 100 


a b a b 
Аа 108.8 111.3 1963 чения 152.3 157.7 
бил ote 118.4 121.9 196A) Si Teas 165.7 168.9 
АЕ 128.8 133.0 1965, cata, we 180 183.4 
19627 os. 140.1 145.9 


% According to the long-term plan and assuming a constant rate of expansion. 
6 Actual. 


8 The original target for the increase in labour productivity in 
1965 was probably modified in the course of the year, since the plan- 
fulfilment report states that the annual plan for labour productivity 
has been achieved. 


differences in growth rates. As the following figures 
show, the plans of these republics for 1966 provide for 


reduced, and once again contrasting, rates of expansion. 


Industrial production . 
Percentage changes from the preceding year 
isda iise8 “see “A ПИ, 
Е: Зе. 9 8 бе as 6.5 
Ukrainian SSR .... 9 7 7 7.8 10 5.5 
Byelorussian SSR... 10 9 10 95 — 10: 8.3 


The more rapid growth of Soviet industry in 1965 was _ 
entirely concentrated in the consumer-goods sector, | 
where the rate of expansion was 8.5 per cent, compared | 
with only 3.8 per cent in 1964 and 5.1 per cent in 1963. 
By contrast, the 8.7 per cent increase in the output of — 
producers’ goods was identical to the growth rate of the | 
preceding year and lower than that attained in 1963. © 
While both sectors were able to exceed their annual 
target, the degree of over-fulfilment in the consumer- 
goods sector was the larger. For the first time in the _ 
postwar period, there was practically no difference be- 
tween the growth rates of the two sectors. This helped to 
reduce the difference between the two sectors in the gaps 
between planned and actual growth rates that had been 
developing in recent years. As shown by the following 
figures, the 1966 Plan also provides for a relatively high 
growth rate in the consumer-goods sector. 


Increases in global output 
Annual percentage changes 


1959-1965 
average 


1959- 
1962 1963 1964 


1965 1966 


average. Plan Actual Plan Actual Plan 

Producer goods 16.9 9.5 8.7 8.24 8.7 9.3 10.2 6.94 
Consumer 

goods 1.0 3.1 3.8" 4774 85 ts 7.0 6.02 


@ See footnote d in Table 3. 


The chemicals industry continued to be in the van of 
industrial expansion, its output rising impressively by 
14 per cent (see Table 5). Nevertheless, the rise was lower 
than planned and compared unfavourably with that of 
the preceding year and particularly with that of 1963; 
the 1966 Plan envisages an even lower growth rate, of 
12 per cent. While the slackening in growth in this 
industry has been slight, it has occurred in the face of a 
major effort to prevent such a development, which was 
launched after the December 1963 resolution of the Party 
Plenum. It reflects various difficulties encountered by the 
programme which result from technical as well as organi- 
zational problems. A serious problem has been caused by 
the mistakes which derive from the failure to test new 
designs which, in turn, is due to the fact that the former 
State Committee for the chemicals industry had no pilot 
plants at its disposal. Furthermore, a lack of contact 
between scientific research and programming, on the one 
hand, and industry on the other, has not only limited 
progress in design and development but has also resulted 
in the slow adoption of new production processes. In effect 


of the chemicals branch and that of output actually increased by 
у as a whole (particularly engineering output) has _ easy to explain this unexpect 

nded to rise. In 1965, substantial increases — including a 
_23 per cent rise in the output of mineral fertilizers and a 
_ 21 per cent increment in the output of insecticides — were 
_ once again registered in the production of a number of 
_ key products. The output of synthetic materials and 
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was concentrated in the non-ferrous metals sectio: 
output rose more than planned — the output of raw stee 
and rolled products increased by rather less than the 
planned figure. As in the case of fuel, metals have been — 
in short supply in recent years, and it is officially acknow- = 


plastics rose by 14 per cent — much less than the planned 


figure of 28 per cent — and the output of artificial and 


В». > к 


synthetic fibres by 13 рег cent compared with а planned 


15 per cent; in both cases these growth rates were lower 


than those for 1964. 


With the exception of the power industry and fishing, 
all other major branches fulfilled their annual plan 
targets. The output of the power industry rose by 11 per 
cent, the same rate as that achieved in 1964, and the 
current plan foresees a similar increase for 1966. The 
expected decline in the growth of fuel output did not 
materialize owing to a better than expected performance 
in the coal industry, a rise of 4.3 per cent instead of the 
anticipated 1.0 per cent. The rate of expansion of natural 
gas production continued to fall away, but the growth of 
petroleum output was maintained; it is, however, evident 


~ that the production of coal must rise sharply in order to 


ensure an adequate growth of fuel supplies. Such develop- 
ments will slow down improvements in the structure of 
fuel supplies. The accompanying figures show that the 
share of oil and natural gas in the total fuel supply rose 
rapidly between 1955 and 1962, since when the rise has 
been slower and will continue to be so with the faster 
growth of coal production. 


The share of oil and natural gas in total fuel supplies © 


ledged that this has tended to restrict the development 
of a number of metal-using industries, including engineer- 
ing, oil and gas, and some types of construction activity. _ 
However, while the need to speed up rates of growth of 
output of certain items remains, it has been pointed out 
that, for the greater part, relief must come from reduced 
material requirements per unit of finished product that 
stem from improvements in quality and variety.® 


The pace of expansion of the engineering industry was 
practically unchanged in 1965 at a rate of 9 per cent, and 
no change in this is envisaged in the 1966 Plan. As in a 
number of other industries, major emphasis has been 
placed on technological and quality improvements and 
on a rapid advance in certain fields, including guidance 
and control equipment for automatic installations, 
complex machine tools, electronic computers and pre- 
cision instruments and apparatus. Above-average gains 
were reported in the output of heavy generators, chemicals 
installations and equipment, light machinery and control 
apparatus, but difficulties were encountered in achieving 
the targets for chemicals equipment, turbines and metal- 
cutting machines. The rate of growth of the construction 
materials industry was practically unchanged, a rise above 
that of the preceding year in the cement and pre-fabricated 
structural parts sections being counterbalanced by slow 
growth in output of bricks, slate and certain other items. 


ОНА The timber, wood-working and paper industry grew at 
1955 .... 23.5 1963 ...~ 47.2 the slowest rate mainly as a result of a decline in the 
1950 38.4 1964... 49.0 с ; : Е x 
1961 42.1 1965. и cutting of industrial timber, the output of paper rising, | 
(oss eee: ^ 451 1966. . 53.50 as planned, by 12 per cent as the result of the use of 


@ Excluding the fuel equivalent of hydro-electric and atomic power. 
The figures are official estimates based on standard coefficients of 
the average calorific values of the various types of fuel. 


© Plan. 


Various factors are responsible for the current fuel 
supply problems in the Soviet Union: the slow growth 
of this branch compared with the faster development of 
the main fuel-consuming branches, a lack of corre- 
spondence between changes in the geographical distri- 
bution of this and of the consuming industries, and the 
strain involved in meeting export commitments (exports 
of crude and processed oil now claim as much as 25 per 
cent of output). But perhaps even more important is the 
very inefficient utilization of fuels to which attention is 
frequently drawn in the Soviet Union.® 


? This has been reflected in a rapid decline in return on invest- 
ment. According to official data there was an increase in the average 
capital output ratio of this branch from 0.9 roubles per rouble of 
output in 1960 to 1.05 in 1965 (see Khimicheskaya promyshlennost, 
No. 1, 1966). 

8 For instance, it has been pointed out (see S. Kheiman in Kom- 
munist, No. 16, 1965) that, even allowing for a lower consumption 
of electricity, fuel consumption by Soviet industry is higher than in 


510 thousand tons of new capacity. 


As stated above, a major feature of 1965 was an 
acceleration in the growth of the output of consumer 
goods, which was reflected in the rise in consumer 
incomes referred to in section 5. The 8.5 per cent increase 
in output reflected an 8 per cent rise in the output of 
the light and the food-processing industries, and one of 
10 per cent in the production of “ cultural and household 
goods ”;!° the comparable figures for 1964 were 3 and 9 


the United States although, according to Soviet official estimates, the 
volume of Soviet industrial production is only 60 per cent of that 
of the United States. While this is partly due to differences in 
climatic conditions and the structure of production, the lower 
efficiency with which fuels are used in the Soviet Union is also an 
important factor. 

® It has been stated, for instance, that 8 to 10 million tons of steel 
could be saved annually by using various technological processes 
which improve the quality of steel. The investment necessary for 
such quality improvement has been estimated at 0.5 billion roubles 
compared with 1.3 billion needed to produce an additional 8 to 10 
— million tons of steel (see Efimov in Pravda, 13 December 1965). 


10 These include electric appliances, musical instruments, watches 
and photographic equipment, etc. 
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Sources : National Statistics, plans and plan-fulfilment reports. 


Note. — Coverage is the same as in Table 
industry, and the 1965 data for Hungary which refer to output adjusted for the number of working days during the year. The comparable index for aggregate output of 


state industry in Bulgaria in 1965 was 14.0 per cent. The comparable figure for aggregate output of state industry in Hungary was 4.2 per cent. The 1965 data refer to 
targets in original plans. The following are some of the targets derived from the reported percentages of plan fulfilment. 
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3 — except for Bulgaria where the data relate to state industry, the 1965 data for eastern Germany which refer to socialist 


1965 planned percentage increase over 1964 
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—1.1 7.1 @ Dataf or nine months. 
6.2 10.6 Ь Excluding ore mining, output of which rose in 1965 by 4.0 per cent. 
5.66 с Includes timber and wood working, pulp and paper, glass and china, textiles, 
6.0 clothing, leather and footwear, and some others. 
ae @ Electricity only. 
6. 9 98 € Including private enterprise, the figure for socialist-owned enterprises is 5.9. 
19 5.4 f Engineering only. 
1.4 re} 9 Light industry. 


- 


Page 14 — Chapter I 


per cent respectively. The increase in growth was much 
greater in the food-processing sector than in the case of 
light industry. The output of the former industry has 
apparently risen by more than the planned 10 per cent, 
mainly due to an increase in the production of sugar (34 
per cent), industrial meat (25 per cent), butter (27 per 
cent), and vegetable oils (24 per cent); the output of 
canned foods has decreased and that of confectionery has 
remained practically unchanged. The faster rate of growth 
of light industry was mainly attributed to an expansion 
of the knitted-wear section, only a slow advance being 
registered in textiles and shoes, the production of clothing 
being unchanged. Of the major appliances, extremely high 
increases were registered for refrigerators (48 per cent), 
television sets (25 per cent) and washing machines (20 
per cent). 


Among the eastern European countries, very rapid 
industrial expansion continued in Bulgaria and Rumania. 
Both countries successfully completed their long-term 
industrial programmes in 1965. In the 1960-1965 plan 
period, Rumanian industry grew at an annual average 
rate of 14.5 per cent compared with the expected 13.2 
per cent. The output of Bulgarian industry increased 
during the 1961-1965 plan period at an annual rate of 
11.2 per cent — exactly as planned. The course of develop- 
ment during the plan periods was similar in the two 
countries: high growth rates at the outset, dipping 
during the middle period and tending to rise towards 
the end. With a projected increase of 10.6 per cent for 
1966, Bulgarian industry should practically maintain its 
past average growth rate. A similar planned increase in 
Rumania implies a slackening compared with the past 
performance. 


Bulgarian industry increased its growth rate in 1965, 
surpassing the annual target by a considerable margin. 
With new capacity being introduced at a rapid rate, 
most heavy industries could more or less sustain their 
high growth rates, and some achieved rates in excess of 
the 1964 results. However, it was the hitherto slowly 
growing branches — light industry and food processing 
— in which the acceleration was most pronounced and 
which contributed most to the overall improvement. 
About one-half of the rise in global industrial production 
during the year was attributable to higher output per 
man, compared with a planned 66 per cent — the con- 
tribution realized in 1964. This implies that employment 
rose more than in the preceding year, and indeed it 
increased at twice. the planned rate." 


11 This general pattern was repeated in most branches, аз shown 
by the following figures. 


The proportion of output increases attributable to labour productivity improvements 


Percentages 
1964 1965 
IGCUrICHY С О oo ole tlc 53 73 
ое сы vale 84 40 
Ferrousmetals,. о 23 16 
Non-ferrous metals. . . . . 83 60 
Bngineering- <0. оны. 66 52 
Printings. cs er Вов 30 57 
Chemicals and rubber. ... 29 50 
Construction materials . . . 75 59 
Timber and woodworking. . 128 152 
Pulp and paper г... « 79 42 
Food processing . ..... 90 27 


_ Of the major branches, only in the fuel, building mate- 
rials and pulp and paper industries did growth slow down 
considerably. In the case of the fuel industry this reflected 
a decrease in the rate of expansion of coal output from 
16 to 3 per cent and a slackening in the growth of petro- 
leum refining apparently due to delays in the full utiliza- 
tion of the Burgas refinery. Output of ferrous and non- 
ferrous metals, chemicals and the timber and wood- 
working industries rose at a rate only slightly below that 
of the previous year, and in the power, engineering, glass 
and china, textiles, clothing, footwear and food-pro- 
cessing industries, the rate of expansion quickened. The 
exceptionally fast growth of the metal industry continued 
almost unabated owing to a further extension of opera- 
tions at the “ Kremkovtsi” combine, the output of iron 
ore, pig-iron, raw steel and rolled products rising by 
152, 52, 24 and 19 per cent respectively. This rapid growth 
is planned to continue in 1966, with the introduction of 
much more capacity.12 Power output rose 19 per cent. 
The current plan calls for the installation of an additional 
670 MWh capacity, and it was stated officially that at 
the end of 1966 the construction of an 800 MWh atomic 
power station will begin. The output of the machine- 
building and metal-working branch rose by 21 per cent, 
reflecting significant increases in the output of ball- 
bearings, tractors, and fork lift and platform trucks, a 
substantial number of the latter being exported. Pro- 
duction of household refrigerators rose 81 per cent and of 
television sets 37 per cent, but the output of some other 
appliances, including radios and washing machines, 
decreased. In 1965, the textiles and clothing industries 
attained record growth rates for the nineteen-sixties, the 
output of clothing rising by as much as 22 per cent as а 
result of lower retail prices and larger exports. 


While the global output of Rumanian industry rose by 
as much as 13.1 per cent, this was somewhat below the 
rate for 1964. The slowing down occurred mainly in the 
producer-goods sector, where growth decreased from 15.8 
to 13.7 per cent. The output of consumer goods expanded 
by 11.9 per cent compared with 10.9 per cent in the 
previous year. Whilst the gain in labour productivity 
was once more the highest in the area, it was lower than 
planned. In contrast, the rise in employment considerably 
exceeded the plan target. Instead of accounting for more 
than 70 per cent of the year’s output increase as expected, 
labour productivity increases accounted for only 58 per 
cent. Nevertheless, the relative contributions of employ- 
ment increases and labour productivity improvements 
planned for 1966 are the same as those that were envisaged 
for 1965, with productivity improvements planned to be 
the same and the growth of employment to slacken. 


1: The “Kremkovtsi” programme envisages the operation of 
three new converters each with an annual capacity of 100 thousand 
tons, a hot rolling mill of 1.2 million tons capacity and new iron ore 
mines with one million tons capacity. Moreover, the hot rolling mill 
at the “ Lenin ” metal works is to be enlarged to an annual capacity 
of 200 thousand tons. Output of pig-iron is planned to rise to one 
million tons, that of crude steel to 950 thousand tons, and that of 
hot rolled products to 465 thousand tons, representing rises of 45 
62 and 8 per cent respectively over the 1965 levels of production, : 

18 Tt was reported that the output of the engineering industry now 


meets 27 per cent of domestic needs: nearly 30 per cent of the output 
of this industry is exported. 


‚ As in the past, the industry pattern of production 
Increases was substantially determined by the distribution 
hew capacities in 1964 and 1965. The. growth of the 
nergy branch continued to accelerate, generating 
apacity at electric power stations having risen in 1965 by 
as much as 22 per cent.!4 The increase in output of non- 

errous metal also accelerated, thanks to new aluminium 
and copper сарасйу.1° However, the output of this 
industry was much below the target, apparently as a result 
_ ОР delays in the commissioning of the new projects. The 
_ growth of the chemicals industry was also below the 
a planned rate; half of the production increment in this 

industry in 1965 was expected to come from new plants. 
_ ТЬе 21.6 per cent increase in the output, although lower 
2 than that attained in 1964, was nonetheless sufficient to as- 
° sure the chemicals industry of the second largest growth 
_ rate among the major branches. Large increases were regis- 
_ tered in the production of synthetic fibres (234 per cent), 
synthetic rubber (59 per cent), plastics (58 per cent), chemi- 
cal fertilizers (34 per cent) and sulphuric acid (30 per cent). 
The pulp and paper industry continued to develop 
rapidly; by the end of 1965 about 75 per cent of the raw 
materials for cellulose manufacture were composed of 
reed, straw, and waste from wood manufacture. The 
output of the engineering and metal-working industry 
rose by 14.2 per cent, a rate which, although somewhat 
more than that planned, was significantly less than that 
achieved in 1964. The development of this industry was 
characterized by a continued diversification of produc- 
tion following the creation of new industrial sub-branches 
and the manufacture of a wider range of more complex 
products. A rising share of its output was accounted for 
by plant and complex equipment needed for industrial 
projects, and considerable increases in the production 
of more standard items of machinery were also reported.?” 
Apparently the output of consumer items rose on the 
average at the same rate as the output of the branch as a 
whole, the production of television sets rising by 83 per 
cent and of refrigerators by 23 per cent. The light and 
food-processing industries raised their output by about 
11 and 9 per cent respectively; the output of textiles 
increased by 11 per cent, the output-of footwear by 17 per 
cent and the production of meat by 8 per cent. 


With a rise of 9.1 per cent over the level achieved in the 

_ preceding year, industrial production in Poland exceeded 
the annual plan target, and reached the level envisaged 
in the Five-year Plan. The faster growth of the consumer- 
goods sector, which had been a feature of 1964, continued 


14 Major additions were the new thermal plants at Таз, Oradea 
and Bucuresti-sud, and the new thermal units in the Craiova, Petro- 
seni and Grozdvesti power stations. The complex of 12 hydro- 
electric stations built on the Bistrita river below Bicaz is now partly 
in operation. A major hydro-electric project under construction, to 
be shared with Yugoslavia, is that at the “Iron Gates” on the 
Danube. When completed, this will have a capacity of 2,000 MWh, 
yielding more than 10 billion kWh annually. 

15 The commissioning of aluminium works at Oradea and Satina 
has provided the basis of an aluminium industry. 

16 For instance, more than 60 per cent of the plant and equipment 
for the infant aluminium industry was manufactured in Rumania. 

17 Among the reported changes were rises of 33 per cent in the 
output of internal combustion engines, 22 per cent in heavy trans- 
formers, 37 per cent in petroleum drilling equipment, 29 per cent 
in diesel-electric locomotives and 23 per cent in roller bearings. 


in 1965, while the expansion of the producer-goods sector | 


slackened somewhat, thereby narrowing even further the 


difference between the growth rates of the two sectors,!8 


With agricultural supplies running at a high level, the 
imports of raw materials expanding at a high (although 
slower) rate and the output of basic material producing 
industries continuing to grow favourably, there was a 
further improvement in the supplies required by a number 
of sectors. 


For the first time in recent years, demand for coal was 
reported to have been fully satisfied. Electricity supplies 
were also reported to be adequate, sufficient reserve 
capacity having been installed to prevent any severe 
difficulties at peak periods. Mainly due to the extension 
of capacity, considerable growth was also reported in a 
number of basic material-providing industries including 
basic chemicals, construction materials, and synthetic and 
artificial fibres. Among the heavy processing branches, 
there was a particularly favourable increase in the output 
of the engineering industry, an increase which was 
geared to an upswing in investment and exports. 


There remain some less satisfactory aspects of the 
economic situation which make it imperative that pro- 
duction targets be scaled down in the near future in order 
to create the necessary conditions for their speedier 
treatment. While the improved balance between, on the 
one hand, the basic raw material and fuel branches and, 
on the other, the heavy manufacturing industries has 
undoubtedly remedied some of the basic defects of 
earlier developments, there remain a number of areas 
where progress was inadequate and to which greater 
attention must be devoted. For example, whilst a re- 
orientation of standards and patterns of manufacturing 
production towards the requirements of western markets 
has for some time been a primary objective of economic 
policy, actual achievements have not come up to expecta- 
tions and attempts to penetrate the external trade “ bar- 
rier” have had only limited success. Similarly, there 
remain the more general problems associated with 
the need to improve the quality of goods, to modernize 
production techniques and to achieve a pattern of output 
that corresponds to requirements. The questions posed by 
high production costs — accentuated by the necessity to 
produce more goods with higher labour content, and 
emphasized during the course of the year by the con- 
siderable slackening in the rate of labour productivity 
improvements and larger than planned employment 
increases — are attracting more attention. 


The 1966 and 1967 Plans 19 stipulate relatively low 
production targets. This was done partly to allow for 
the slackening in the rate of investment completions, 
and partly to facilitate an expansion of the reserves of 
productive capacity in order to provide a higher degree 


18 Recent changes in, and plans for, the output of the two sectors 
are as follows: 
Annual percentage increases 
1965 1965 
Actual Plan 
10.0 10.1 9.6 81 
6.4 8.0 8.4 6.3 


19 In accordance with the recently adopted guidelines (see section 7) 
the major targets for 1967 were formulated in conjunction with 
the Plan for 1966. 
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of flexibility and the conditions appropriate for the 
necessary structural improvements. Also it reflects the 
expectation that the 1965 rate of increase in agricultural 
supplies will not be maintained. The rate of expansion of 
industrial output in both 1966 and 1967 is planned to be 
about 6.5 per cent, which is not only considerably lower 
than the average of 8.7 per cent attained in the past Five- 
year Plan but also lower than the average of 8.2 per cent 
provided for in the Five-year Plan for the period 1965- 
1970. The rise of industrial employment is to be signifi- 
cantly slower in these two years, whilst output per man 
is to rise at a similar rate to the average of the past five 
years. 


Changes in the industrial pattern of expansion of 
Polish industry in 1965 include a higher growth rate of 
the fuel, engineering, clothing and printing industries and 
a slowdown in the expansion of the energy, metals, 
building materials, chemicals, paper, ceramics, textiles, 
shoe and leather and food-processing industries; the 1966 
Plan foresees a slackening of expansion in the output of 
all major branches except the power, glass and china 
industries. A noteworthy increase was achieved in 1965 
in the output of the oil-processing industry (82 per cent) 
largely reflecting an extension of operations at the Plock 
petroleum refinery — a key investment project of the past 
Five-year Plan—the processing capacity of which 
(already 3.5 million tons of crude oil) is to be further 
expanded. Other significant increases were those in 
pharmaceuticals (17 per cent), synthetic fibres (61 per 
cent) and sulphur (46 per cent), the last as a result of an 
expansion of the Tarnobrzeg extraction and processing 
plant where production has already reached 430 thousand 
tons annually. Output of lignite rose by 12 per cent, mainly 
due to the extension of the opencast mine Turow II, the 
capacity of which is eventually to reach between 17 and 19 
million tons annually. In the engineering industry, there 
were increases in the production of diesel locomotives 
(26 per cent), ocean-going ships (21 per cent) and textile 
machinery (18 per cent), whilst the production of steam 
turbines and electric motors was reported to be below 
expectations. 


Among consumer durables large increases were 
registered for refrigerators (55 per cent), motor-cars 
(29 per cent), and radio sets (22 per cent), whilst the pro- 
duction of television sets rose by 9 per cent, a lower rate 
than in the preceding year. The output of such items as 
washing and sewing machines continued to decline. In 
the food-processing industry the increases in the pro- 
duction of meat (14 per cent) and butter (20 per cent) 
were particularly noteworthy. 


In Czechoslovakia, a relatively high rate of increase in 
industrial production was achieved in 1965, the index of 
gross output registering a rise of 7.9 per cent compared 
with the 5.5 per cent stipulated in the annual plan. This 
increase was almost double that attained in 1964 and 
the second largest of the past quinquennium. It raised 
the annual average growth rate for 1961-1965 to 5.2 per 
cent as compared with an original target of 9.2 per cent. 
The growth of labour productivity increased from 3.5 to 


rise in output. Losses caused by waste production were 
reported to be down by 3.0 per cent (an improvement 
equivalent to 40 million Kés) and in some sectors efforts 
to improve the quality and technical standards of pro- 
duction have led to good results. 


However, there are many reasons why the ra 
progress is less satisfactory than the global figures would 
suggest. As in some other countries, the rapid growth of 
industrial production registered in Czechoslovakia in 
1965 was largely due to investments undertaken at the 
beginning of the 1960s or even earlier which have only 
come to fruition in the last two years and this source 
will now be less important. Perhaps even more serious 
is the fact that an increasing share of the gain in industrial 
production had recently been absorbed in the form of 
industrial input, with a correspondingly smaller propor- 
tion for the final product.2° Moreover, while there has 
been some improvement in the supplies of materials 
required by a number of sectors, supplies of others 
remained inadequate. In most respects the situation of 
Czechoslovak industry at the end of 1965 was little 
different from that of a year earlier. What is required is a 
sustained programme of internal readjustments, expansion 
as such being at present of secondary importance; this 
need is reflected in the provisions of the 1966 Plan. The 
Plan stipulates a growth rate of 5.5 per cent, the rate 
planned for 1965. A major aim of this programme is to 
ease the strains caused by shortages of supplies. Another 


task is to use the labour force more efficiently; this entails | 


a movement of manpower from enterprises and areas 
where there are surpluses to sectors whose development is 
hampered by labour shortages. While the Plan concen- 
trates on these goals, further progress is expected also in 
other fields. It is recognized, however, that the implemen- 
tation of the complex internal readjustments that are 
required will be a protracted process and that their 
attainment will depend on the success of the recently 
inaugurated reforms of the planning and management 
system (see section 7). 


In 1965, the rise in Czechoslovak industrial production 
was concentrated in the heavy industry sector. In this 
Sector only the fuel industry registered a growth rate 
substantially below the average for all industry. The 
output of coal decreased, but requirements were reported 


*° This can be seen from the following figures: 


Output changes 


Percentage changes from previous years 


1961 1962 1963 1964 
Gross output of industry ...... 9.1 6.3 —0.6 4.1 
Final output of industry ...... 8.0 6.0 1.9 РТ 
Net output of шаизну....... 9.8 6.0 —2.7 2:5 


‚ That the gap between the growth of gross and net output has con- 
tinued to widen in 1965 is shown by the fact that, although gross 
industrial production has risen by 7.9 per cent, the increase in 
national income was no more than 2.5 per cent. With industry and 
agriculture accounting for 68 and 11 per cent of the national income 
respectively (in terms of 1960 prices), the above discrepancy cannot 


be entirely explained by the 3.3 per cent decrease in agricultural 
production. 


6 per cent and accounted for over three-quarters of the 


e of 
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to have been fully met as a result of improvements in coal 
utilization, the continuing replacement of coal by imported 
and the very favourable conditions in which the hydro- 
tric stations operated during the year. Output of the 
ower industry rose by 7.8 per cent, almost the planned 
ure,** and electricity supplies were more adequate. 
е production targets for the basic metals were exceeded, 
et the product mix was unsatisfactory and the needs of 
he engineering industry were reported to have been 
inadequately met. The restrictions on iron-ore production, 
‘introduced in 1963, were retained in 1965. In the chemicals 
industry, the output of nitrogenous fertilizers increased 
4 ›у 39 per cent, though this was significantly less than 
planned, and of plastics by 21 per cent. The engineering 
‘branch raised its output by 11 per cent, reflecting a rapid 
ise in the output of general engineering products, foundry 
€quipment and construction machinery. Yet, despite the 
гар! growth of output, the demand for machinery, and 
also that for construction materials, was reported as not 
fully covered. The production of passenger-cars rose by 
85 per cent reaching a level 8 per cent higher than the 
previous record achieved in 1962. The 7 per cent rise in 
the production of miscellaneous “consumer goods ” 
masks the contrasting performances of the various indus- 
tries —the glass, ceramics, timber, woodworking and 
light industries. The overall rise owed much to very 
significant increases in only two products, window glass 
and leather footwear,”* with the output of the other items, 
for the most part, increasing at lower rates. The output of 
the food-processing industry rose by 1.9 per cent, repre- 
senting the balance between significant increases in the 
production of meat, canned food, alcoholic beverages and 
cigarettes and considerable reductions in the production 
_ of sugar, fruit juices and, to a lesser extent, vegetable oils 
and bakery products. 


In eastern Germany, the increase in industrial produc- 
tion in 1965 did not represent any departure from the 
trend of the last five years when, except in 1963, the 
growth rate was fairly stable at 6-614 per cent per annum. 
The 1966 Plan does not envisage any substantial change 
in this trend.? Total industrial “ commodity production ”, 
which is now the only indicator used for measuring the 
volume of industrial output, increased by 6.1 per cent, 
slightly more than planned, but somewhat less than in 
1964. The retardation was mainly in the heavy industry 
sector, especially in the energy and basic material-pro- 
ducing branches. The growth of the light industries 
accelerated and food processing maintained the relatively 
high pace of expansion recorded in the preceding year. 


21 There has been a 94 per cent fulfilment of the plan for steam 
power stations and a 166 per cent fulfilment for hydro-stations ; 
compared with 1964, the production of hydro-stations rose by 
63 per cent. 

22 The output of window glass rose by 20 per cent. Production of 
leather footwear increased by 14 per cent. 

28 During the period 1959-1965, the term of the original east 
German long-term plan, industrial production rose at an annual 
average rate of 7.1 per cent. The plan for this period, which as in 
Czechoslovakia was officially abandoned in 1963, called for a 
growth rate of 9.5 per cent. The average growth rate during the last 
five years has been 5.9 per cent. 


Whilst no data relating to changes in labour productivity 
are available, it appears that the rate of improvement 
corresponded very closely to the increase in output and, 
consequently, that the increase in labour productivity is 
likely to have been less than in 1964. 


The output of electricity rose by 4.9 per cent instead 
of 6.6 per cent as planned, apparently owing to delays in 
the operation of new capacity — which, nonetheless, for 
the year as a whole, rose by 11 per cent.24 Mining output 
did not quite reach the previous year’s level, lignite pro- 
duction falling by 4.9 per cent. The rise in the output of 
metals decreased from 6.7 per cent in 1964 to 2.3 per cent 
in 1965, though this was offset, to some extent, by a 
reported 3.1 per cent reduction in the consumption of 
rolled steel per unit value of output of the engineering 
industry. In spite of a good performance in the early 
part of the year, the engineering and metal products 
branch apparently failed to reach its annual target. The 
rate of expansion of the heavy and electrical engineering 
industry continued to be high, while output from the 
shipbuilding industry and of data-processing and account- 
ing machinery and hydraulic and control equipment rose 
faster. However, the performance of the general engineer- 
ing section was disappointing.” 


Among the major branches, the chemicals industry 
registered the highest growth rate, oil-processing and 
plastic products showing gains of 9 and 16 per cent re- 
spectively. The building materials industry raised output 
by 7 per cent though cement production showed little 
gain. Output of socialized light industry rose by 4.3 per 
cent, a little faster than in the preceding year mostly owing 
to an accelerated growth in the output of textiles. Output 
of the food industry increased by 5.1 per cent, reflecting 
the very satisfactory developments in the agricultural 
sector. 


There are few statistical indications of the industrial 
pattern of expansion planned for 1966. Lignite production 
is scheduled to increase by 8 per cent and there will be 
larger supplies of liquid fuels — production of fuel oil 
is planned to increase by 37 per cent, diesel oil by 12 per 
cent and petrol by 15 per cent.?® The year will see a 
more widespread use of plastics and synthetic fibres, the 
supplies of which are to expand by 20 and 16 per cent 
respectively. The rate of growth of the engineering and 
metal-working industry is to be stepped up to 8.6 per 
cent. The emphasis placed on the output of highly spe- 
cialized items — particularly such items as complete plants 


24The total expansion of capacity was 1,063 MWh, .of which 
500 MWh was installed at the Vetchau power station. 

25 The following breakdown of changes in engineering production 
measured as percentage increases over 1964 was given in the plan- 
fulfilment report: 


VVB Heavy machine-building and transportation equipment ... 9 
VVB Shipbuildiwig ve tke cake fe ok oP О ем ements 14 
VVB Data-processing and accounting machinery. ........ 15 


VVB Roller bearings and standard parts 
VVB Hydraulic and control equipment 

VVB Electrical engineering 
VVB Communication and measuring instruments 


в New oil-processing capacity of 2 million tons per year was 
brought into operation at the Schwedt refinery on 1 January 1966. 
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for the chemicals and other industries — supplies of 
which have featured prominently in all the new long-term 
trade agreements and especially in those envisaged with 
the CMEA countries, is to be retained.?” ' 


As pointed out in the Survey for 1964, the 1965 Plan 
for Hungary gave major emphasis in the industrial field 
to improvements in the quality of production, cost 
reductions and a larger output for export. The need to 
improve the balance of international payments has meant 
_ that imports of raw materials have had to be curtailed thus 
limiting the industrial expansion. On the other hand, 
the rise in industrial deliveries for export was accelerated 
‘leaving only a modest increase in supplies for domestic 
consumption and investment. Moreover, the unsatis- 
factory stock situation, created in the past as a result of 
the structural maladjustment between supplies and needs, 
required that strict measures be taken to improve the 
quality of output and to curtail the production of articles 
for which demand is insufficient. Retardation of the 
growth of industrial production was also caused by 
limitations on the increase in employment — partly 
reflecting shortages of certain categories of workers but, 
perhaps even more important, the emphasis placed on 
cost-reducing measures. 


In effect the Plan provided for a significant reduction 
in the industrial growth target and the roughly 5 per cent 
rise achieved in 1965 was slightly more than the planned 
rate but hardly sufficient to comply with the long-term 
target in the 1961-1965 Plan.?® However, the rise in labour 
productivity was somewhat higher than scheduled, 
employment having remained practically unchanged 
instead of rising by the planned 1.3 per cent. Industrial 
production was reported to be more closely adjusted to 


27 The planned output of some important engineering and electro- 
technical products in 1966 is: 


1966 Index 
1965 Plan 1966 Plan 
(in millions of МОМ) Ver 1965 
Complete chemicals plant. ....... 368 569 155 
Complete mining equipment. ...... 410 472 115 
Complete steel-rolling plant. ...... 192 215 112 
Polygraphic machinery... ...... 165 203 123 
Ofiset: machines Greco sees See 29 53 182 
Complete textiles plant. . . ....:.'s 50 56 112 
Measuring, guiding and regulating 
anstriiments;< «as: ©. а. 3 125.0 185.6 148 
High-frequency carrier equipment . 88.9 108.5 122 
Telegraphic equipment ое. 87.8 111.6 127 
Transmitters of more than 1 Kw capacity . 4,8 10.7 223 
Complete electronic calculating 
machinery Sp haar ky. Tay ot Боя 6.6 18.4 279 
Accounting machinery ......... 86.7 105.9 122 


Source ; Neues Deutschland, 25 and 27 January 1966. 


78In the last four years, between 55 and 60 per cent of total 
imports consisted of raw materials and semi-finished products. 
Imported materials account for more than 12 per cent of global 
industrial production. Imports of raw materials have tended to rise 
sharply relative to industrial production in past years. The following 
figures show that this trend was reversed in 1965: 


Annual percentage increases 
. 1961 ..1962 1963 1964 1965 
Global industrial output?, ..... 11.3 8.4 6.9 8.8 6 
Import of raw materials and semi+ . 
finished products.\\. .. .. +> 4. one te 5.5 5.4 


ИУ. 19.3 2 


@ Socialist industry, excluding food processing. 


*® This Plan stipulated an average annual increase of 8.2-8.5 per 
cent over the five years. The average growth rate actually achieved 
during this period was 8 per cent. 


the level and pattern of demand than previously and 
surplus inventories were reduced. оо 
_ The slow-down in the expansion of production reflected 
a decrease in the growth rate of all major industrial 
branches except energy. Output of the mining, metal 
and food-processing industries] was only slightly above 
the 1964 level. The rise in output of the engineering, 
building materials and light industries decreased very 
considerably and the chemicals branch’s growth rate was — 
slightly lower than in the preceding year. With a rise of 
10.4 per cent the chemicals industry was far in the lead, 
as it was in the previous year, and within the branch 
the production of pharmaceutical goods increased most. _ 
The growth rate of the metal-processing industry was — 
4.8 per cent, only one-half the rate achieved in the previous | 
year. Within this branch, production in the telecommuni- _ 
cations and vacuum sections increased between 8 and 10 
per cent, whilst the output of the general engineering 

section and of consumer appliances grew at a rate below © 
the average. In light industry, the textiles branch gave 
a relatively good performance, output rising by 5 per cent. | 


The efforts made in 1965 to improve the qualitative _ 
achievements of Hungarian industry are to be repeated 
in 1966 and, accordingly, the plan provides once again 
for relatively modest output targets. Production is to 
increase by 4-6 per cent and as much as 80 per cent of 
this is to be derived from increases in labour productivity. 
Attention is focused on the need to improve technical 
standards and the quality of output, to co-ordinate 
production and requirements more closely, and to 
expand production for export. Output of the heavy 
industry branches is scheduled to increase by 6.5 per cent 
and exports from this sector by 9 per cent. Apparently a 
similar relationship will be obtained in the light industry 
branches. Output of the mining industry will be held at 
the 1965 level, but power production will rise at an 
unchanged rate. The growth of the engineering and food- 
processing industries will be somewhat higher than in 
1965. The chemicals industry will continue to expand 
most, although its scheduled growth rate of 9.3 per cent 
is slightly lower than that of 1965. A continued high rate 
of expansion is possible in this industry on account of the 
commissioning in November 1965 of the huge Tisza 
chemicals combine which will allow the output of 
nitrogenous fertilizers to rise by 25 per cent in 1966. 
The commissioning of a rubber factory in Szeged and of 
a caprolactam factory in Kazincbarcika will lead to 
significant increases in rubber and plastics production. 


The index of industrial output showed only a modest 
rise in Albania in 1965. The plan for the year had scheduled 
an increase in gross output of 4.7 per cent, but the actual 
increment, recorded in the first nine months, amounted 
to only 3 per cent — a rate more than one-half below that 
registered in 1964 and about only one-third of the average 
rate stipulated in the Third Five-year Plan of which 1965 
was the final year. The principal explanation of the 
slowing down of growth is almost certainly the adversi 
effect on the food-processing branch (which accounts for 
some 43 per cent of total output) of the slow increase in 
farm production. In the fuel and other mineral-producing 
branches, output increases ranged between 4 and 9 per 


for the first time ‘since: 1961 (with a a rise of otek 


the other two branches is likely to have nares = 
alone increased, their 1964 rates of expansion. 


ЕЕ ccs _3. AGRICULTURE 


7 
In the agricultural sectors of the eastern European 
untries and the Soviet Union, the accumulated effects 
both the direct and indirect investment undertaken in 
ent years are gradually beginning to have an impact; 
agro-technical basis for productivity advances is 
early being consolidated. The practical impossibility 


of measuring the real effect of climatic forces in any 
given year makes it difficult to provide quantitative 
evidence of the improvements. Recent developments in 
global agricultural output in the region as a whole were 
not fundamentally altered in 1965 (see Table 6). However, 
an analysis of the various factors which have been in 


TABLE 6 
Global agricultural output, 1962 to 1966 Plan 


Percentage increase over preceding year 


1963 1964 


1959-1964 


| 
ad 
ee 
Е. 
Average 
Country cumulative 1962 
Albani 
ОСЬ elses; >. 8.8 6.4 
Ray 2 PRS eee ИИ 3.5 4.2 
О алк ca 3.0 8.8 
Animal output. .... 4.6 —3.7 
Czechoslovakia 
Mota о we fences ne 1.4~ —7.6 
ТОВ OBUDUL 6 а 1.0 —12.0 
AniHal output . =. .-- 1.7 —3.2 
Hungary 
о. 1.4 1.6 
Стор обе. «an. «. 0.6 3.9 
Animal ошриё..... 2.3 —0.3 
Poland 
Чо eee) cared as <> 72-7 —8.3 
Стори... ... 2.8 —14.2 
Animal output. .... ihe 0.9 
1 R э 
EOLA а ue ae ae 1.6 —8.3 
Crop output. г... 0.8 —9.1 
Animal ошриё..... 3.0 —7.5 
Soviet Union 
Olde stew eu eee 2.4 0.9 
Crop output... = . +. 4.6 — 
Animal output ..... —0.4 2.6 


Plan Actual Plan 
10.0 dg fad 5.0 са. 2% 
2.6 11.4 8.0 = 10.7 
4.6 10.3 —3.5 147 
=i 13.7 6.8 3.5 
ДЗ 2:5 1.3 —3.3 7.9 
15.0 —2.3 —9.2 
0.4 7.4 2:3 
5.1 5.0 1.5-2 —3-4 * 5 
8.4 2 3-4 —4-5 * 8 
15) 10.4 — —3-4 * 2 
4.0 0.8 27 7.4 —3.0 
12.0 —0.2 2.0 8.2 —5.4 
— 6.4 2.3 3.6 6.2 0.8 
3.3 6.3 4.6 5 
10.0 BS 
—7.5 14.7 
—7.5 14.1 12 "eas l.0" 8-10 
8.9 29:3 
— 6.1 —1.9 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


cent compared with the planned 18 per cent), neither of = 


рае а 


ids of the Soviet Union. Yields of bread grain cereals 


a _ were in general higher than those recorded for the pre- 


_ vious year except in the drought-stricken areas, and coarse 
grains other than maize also provided good results. Root 
crop yields were average, even if the decline in the potato 
crop in Czechoslovakia was significant. Supplies of rough 
fodder were generally abundant. The fruit and vegetable 
crops were mostly poor, although Bulgaria could boast of 
an excellent grape harvest. 

With adequate feed supplies, the output of animal 
products increased in nearly all countries — and very 
sharply in the Soviet Union — improvements in рго- 
ductivity contributing much more than any expansion 
in the size of livestock populations. Remarkable increases 
in milk yields, a quicker turnover on the breeding stock 
and higher average weights for.slaughter animals were 
widely reported, indicating that modern breeding and 
feeding methods are gradually permeating to the farm 
level. 


TABLE 7 ^ 


duction, which have ben ten батон { 
time, now appear to have reached a stage where th 
ripe for implementation. The various measures being 
into practice in the different countries — virtually const 
tuting a whole new programme in the Soviet Union = 
tend to enhance the position of economic relationship: 
as the appropriate basis for the production efforts of 
farmers. Central procurement plans are taking шк 
account proposals from the farms themselves, thu: 
guiding developments towards further rationalization 
based on a knowledge of local conditions. Structural 
changes in production patterns are controlled, to a mee > 
extent, by есопопис Чите, greater reliance being 
placed on the incentives offered by producer prices that 
are more closely aligned to costs, including those of 
labour. Other material incentives are designed to use 
existing institutions — not omitting individual plots — to 
the best advantage. Of course, such changes must be 
| 


| 
: 


Areas of selected crops in the Soviet Union 


Millions of hectares 


1958 1962 1963 1964 1965 @ 
АСТОР ee See 195.6 216.0 218.5 212.8 209.1 
Alitorains ave Gt ee ee, 121.5 128.7 130.0 133.3 128.0 
of which : 
| otal! С Я М oe ng 66.6 67.4 64.6 67.9 70.2 
Wiheat.< “Wintersun . so aaleics “get Re 18.2 18.1 16.4 19.0 <3 
Summer ое 48.4 49.3 48.2 48.9 ms 
Пе et on toy) ve, sins: ac hae, а 17.9 16.9 15.0 16.8 16.0 
Maize (for dty-grain);; (ее 4.4 7.0 7.0 34 3.2 
Ва sci они fa ee ee 9.7 16.2 20.5 21.7 (decline) 
О Е ge eee 14.8 6.9 37 59 om 
Пе =. Paden. sr Nia cg hate WS Ao 4 3.7 4.3 4.0 3.5 ye 
Buckwheat aa о 6 sel ss hee т 2.3 1.8 1.4 1.8 
ВВ о vec eh me 0.1 0.1 0.1 0.2 0.22 
о Te lied ed lees isle ae ee he pH 12 10.8 10.6 (decline) 
еси егор om Reuben bho 12.3 14.3 14.9 15.5 oc 
of which: 
Cotton al eA in aw ое ha Stee 215 2.39 2.48 2.46 2.44 
Ее и 2.50 3.17 3:25 4.11 3.88 
Зопйомег Зее au. 5 clea ete ee 3.91 4.39 4.39 4.61 4.85 
DL, Gas чи. eet tes 1.60 1.70 1.46 1.57 1.48 
POlatoes:e yin ce Gee ae tee eee 9.5 8.7 8.5 8.5 8.6 
of which : 
in State and collective farms . ..... 4.8 4.1 4.0 4.2 3.8 
Fodderplants:. 0. et net 50:2 62.3 63.1 53.4 
of which : 
Grassland (annual). . a0) ote se 17.0 11.7 1.5 13.9 28.8 
Grassland (perennial) sine a 14.3 15.6 13.6 12.6 ; 
Maize (silage and green fodden tee ap tee 15.3 30.1 27.2 22.3 ca. 22 
Ballow.land ея 24.0 7.4 6.3 11.6 14.6 


Sources : Statistical yearbooks, plans and plan-fulfilment Teports. 
Preliminary figures. 


О Pravda, 23 September 1965. 


reform, but Ghee 
ve to greater efficiency. 


: The Soviet Union 
Ci feral mene 


per cent. In в with ences in 1964, results 
the crop sector, especially cereals, failed to reach 
pectations, while livestock production made great 
rides, having entered a period of rapid recovery from 
set-back of 1963. 


As~a result of the severe criticisms levied against 
lirectives concerning land use propagated in more recent 
ears; some rather important structural changes appear 
о have taken place in 1965. The sown area was reduced 
n favour chiefly of clean fallow (see Table 7). The total 
irea under cereals declined, but within this category that 
levoted to wheat increased 30 mainly at the expense of 
naize, barley and pulses. 


_ The long-term effects of the move towards a more 
ational crop rotation system may eventually be con- 
iderable, but weather conditions in 1965 did not ade- 
juately compensate for the immediate reduction in crop 


30 Tt is of some importance to note that in the Ukraine, where 
yasic conditions for wheat are favourable, sowings expanded by 
5 per cent, reaching a total of 7.8 million hectares in 1965. See 
Radyanska Ukraina, 28 July 1965. 


“The cereals crop ee to 120.5 1 million tons, 
per cent less than in 1964, but 12 per scenes above 
exceptionally low figure recorded for 1963 (see Table 
Relatively little information is available about the 


results achieved by the various republics. With 69.4 _ 


million tons, the RSFSR just maintained its share of 
the previous year.*! Output in the Ukraine was 3.7 per 
cent larger in 1965 —half of the crop being wheat 
compared with about one-third in 1964—~yields of 
winter wheat, the main variety, rising by 25 per cent.®2 


31 See Sovetskaya Rossiya, 5 February 1966. 
32 Output, yields and procurements of cereals in the Ukraine and Byelorussia 


(Millions of tons) 
Ukraine Byelorussia 
Total of which: 
cereals Wheat Total cereals 

1958 

Output er Fe 215° 13.3 1.79 

Wield), ithe 16.8 17.6 6.5 

Procurement... <>. . 9.1 6.4 0.17 
1962 

Output а. 28.7 10.2 1.80 

а о 17.9 17.6 6.9 

Procurement. .... 10.6 4.2 0.26 
1963 

Оше о. 21.9 7.4 2.25 

Vila eee ees 12.9 14.2 8.0 

Ргоспгетепе. .... 9:7 3.1 0.36 
1964 

ОЕ cocina 30.4 10.6 2.14 

На ни 17.7 17.0 “he 

Procuremient=. =. =). 11.5 4.5 0.33 
1965 

то Я 34.5 15.6 3.30 

Е eae 19.1 21.2 11.3 

Procurement. .... 10.3 6.8 0.35 


Sources : Statistical yearbooks; Pravda Ukrainy, 2 and 5 February 
1966; and Sovetskaya Byelorussia, 5 February 1966. 


TABLE 8 
Production (A) and state procurements (B) of selected agricultural products in the Soviet Union 


Millions of tons 


Пе К. раза 134.7 56.6 140.2 56.6 
OE WHICH <WHEAE ое 76.6 41.9 70.8 34.6 
PER ATE OCC ia tice а: 54.4 51.0 47.4 43.9 
А aunty Ao 4.3 4.3 4.3 4.3 
MaHOWEE ее. ое 4.6 2.6 4.8 31 
Пе. > 86.5 7.0 69.7 Sth 
Мед: 
HBIVeEAWEIONtS J. 9s. «Somer a: Bi Эй sf 8.6 
Carcase weight. ..... TED 3.4 9.5 5.3 
И с. о. 58-7 р 63.9 29.2 
gees (millions) зе бе. 23.0 4.5 30.1 8.5 
о И 0.32 0:32 0.37 0.37 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


1966 Plan 
B 
107.5 44.8 152.1 68.3 120.5 5 

49.7 АМ 74.4 38.7 са. 60 % 

44.1 41.5 81.2 76.1 с a 75.4 
Sy) 5.2 5.3 5.3 Saif 55 5.3 
4.3 3.0 6.1 39 ts 

71.8 8.0 93.6 11.1 10.1 

9.3 Е 8.3 9.3 8.9 

10.2 Dial 8.3 5.0 9.6 Sel Ke 

61.2 28.5 63.3 31.4 72.4 38.7 34.6 

28.5 8.7 26.7 8.3 29.0 10.5 10.0 
0.37 0.38 0.34 0.35 0.36 0.36 0.36 


/ Estimate, see Review of the agricultural situation in Europe at the end of 1965, Vol. 1, United Nations, ECE, 1966, p. 38. 


Livestock 


Total: 


Cattle 
of which : Cows 


Pigs 
Sheep and goats 


ay re ee ie hier eo La) 
aah ake ek Rue Е Г а 


о" Дел ее а yew oe) 


In state and collective farms: 


Cattle 
of which: Cows 


Л Сл ee eo бо = ее apa 


Pigs 
Sheep-andigoats = ca: see ee 
In private ownership: 
Cattle 
of which: Cows 
Pigs 
Sheep and goats 


cee pe ee ee ee 


ee eee, el eg eee 8 ое МЮ 9 И 


oot 6) Sade Sea a yeniae 6 0 


} TABLE 9 
Livestock numbers in the Soviet Union, 1960 to 1965 
Number of livestock in millions at the end of the years 1960 and 1965, and annual percentage changes in the intervening years 


1963 1964 1965 


1960 1961 1962 


. | Percentage change 


+7 +10 +7 —1.4 +1 +6 3 
+10 +8 +8 +2.3 +A +4 
+9 +14 +9 —48.7 +39 +8 { 
—2 +3 +2 —2.3 —8 +3 * 
_8 +4 +3 —1.6 +4 +411 
_—5 = =f 12 +0.9 +2.5 
+11 +12 —7 —18 +10 +26 
—13 —2 +6 


Sources : Statistical yearbooks and plan-fulfilment reports; Izvestia, 3 February 1966. 


Cereals production in Byelorussia, although relatively 
unimportant compared with the total, was at a record 
level. The size of the total Soviet wheat crop has not yet 
been officially announced, but the 5 million tons addi- 
tional production in the Ukraine cannot have offset the 
serious losses in the drought-stricken regions. 


The plan for state purchases of grain was not met; 
figures of their actual volume have not yet been released, 
however. The plan-fulfilment report indicates that state 
and collective farms retained approximately the same 
quantities for their internal needs as in 1964, and this 
would seem to indicate that it is no longer considered 
desirable for the authorities to pitch their requirements 
at levels which leave farms in a position where they 
must approach the Government for seed grain (the 1965 
requirements were as much as 2 million tons 33). If the 
amount of domestic grain procurements can be estimated 
at about 50 million tons, then imports of about 10 million 
tons of cereals and possibly some carry-over from the 
1964 harvest will allow the central national needs to be 
met. 

Little information is available about the output of 
crops other than cereals. However, cotton production 
was 5.7 million tons, a record. The output of sugar-beet, 
from an area 5 per cent smaller than in 1964, and the 
output of sunflower seed, from a 5 per cent larger area, 
are both reported to be higher than the 1959-1964 
average. 


The area sown with potatoes appears to have been 
smaller than in 1964 on state and collective farms, but 
more than half of the total crop is normally grown on 
individual plots. Supplies are said to be satisfactory. 


33 See Pravda, 27 March 1965. 


The feed situation seems to have improved. Supplies of 
rough fodder, including hay, are stated to have been at 
the 1964 level; supplies of grazing and green fodder and of 
concentrated feed are likely to have been larger than in 
the previous year. Nevertheless, taking into account the 
increase in the number of livestock, it is questionable 
whether resources, measured in feed units per animal, as 
registered in current computations, can have regained 
the 1961 level.** However, improved feeding techniques 
are being developed. 


As can be seen from Table 9, the rise in the cattle herd 
was very rapid, though the number of cows increased 
at only about half the average rate. The pig population 
rose by as much as 13 per cent but has not yet regained 
the 1962 level (70 million), nor have the numbers of 
sheep and goats. The impact of lifting restrictions on 
the rearing of livestock on individual plots can be clearly 
seen in sharp rises in the numbers of all categories of 
animals in this sector. 


The increase in the total output of animal products (see 
Table 8) was even more impressive than that in the num- 


*4 The utilization of feed for livestock and poultry in the Soviet 
Union has developed, in recent years, as follows: 
(Millions of tons) 


1961 1962 1963 1964 

Concentrated feed... 5 RSs. ee 59.3 61.4 52.3 48.2 
Grech foddbr и eae ee 404.3 383.8 338.3 361.2 
of which = Пос бк 153.9 150.0 147.7 144.2 
Rough '‘foddee о Wek es 143.9 152.9 147.0 142.3 
ofhich’: Hay vs и aoe 74.6 72.8 69.3 69.8 
Ото ero ee 327.8 349.9 332.9 347.2 
Total (in feed units) Ee es 267.3 271.9 243.1 239.8 
Per livestock unit (in quintals) 23.2 22:3 20.6 20.3 


Source : Narodnoe khozyaistvo у 1962, р. 319, and 1964, р. 377. 


35 The importance of the livestock reared on individual plots can 
be measured by their contribution to the total output of animal 
products. In 1964 this was 42 per cent for meat, 43 per cent for milk, 
74 per cent for eggs and 20 per cent for wool. 


ры 


TABLE 10 
Agricultura] investments in the Soviet Union 


Millions of roubles at constant prices 


1958 1959 1960 1961 1962 1963 1964 1965 roe 
с а Е И 5526 6021 6227 6882 7454 8213 9695 са. 11000 
of which : 
mrato- investments. 406, og). a xc eS 2683 2495 3061 3727 4180 4797 5786 is 
of which: for productive purposes. ....... 2279 2021 2471 2984 3 386 3904 4819 (5 300 plan) 
of which iin State RANMA eer cas ar от are 883 1132 1475 1 850 2.139 2 267 2 867 aa 
Collective farm investments ........ 2843 3526 3166 3155 3274 3416 3909 
of which : for productive purposes. . ...... 2 485 3 119 2755 2771 3 000 3 158 3 523 
Total productive investments. ......... 4764 5140 5226 5755 6386 7062 8342 11 500 
Percentage distribution between major components 
ДИТ о ое О da 5 50.8 58.0 63.6 63.1 62.9 61.2 60.7 
of which : 
Grain storage facilities and elevators. . . ..... 4.1 4.2 4.4 5.3 5.0 5.1 4.1 
Water supply facilities, irrigation, ес. ....... 7.5 7.6 8.7 10.3 10.4 11.8 13.2 
а со: AAG > ays Oh 3.8 3.3 3.0 4.4 4.4 4.4 
Establishment of orchards and vineyards ..... 2.8 2.8 3.1 3.6 Е Shel Leh 
Machinery and equipment ........4... 46.4 392 39 33.3 33.8 35.5 36.6 


Sources: Statistical yearbooks, plans and plan-fulfilment reports; Vestnik 
statistiki, No. 5, 1964. 


ber of livestock, the turnover on the breeding stock 
having risen by 14 per cent for cattle and by 20 per cent 
for pigs, sheep and goats. Moreover, average yields per 
cow on state and collective farms rose by 18 per cent, 
although the 1958-1959 levels have not yet been regained.** 
The average weight of slaughter cattle delivered to the 


_ state increased by 11 per cent and that of slaughter pigs 


by 14 per cent. 


The 1965 state purchasing and procurement plan for 
livestock products was, on the whole, over-fulfilled. The 
23 per cent increase in milk deliveries can probably be 
ascribed, to some extent, to the adjustment in prices which 
took place on 1 January 1965; the share of purchases and 
procurements proved to be higher than-in any previous 
year. Total deliveries corresponded to the new plan level 
for 1968 (see below). 


Investments and technical supplies 


Total investment in Soviet agriculture has been 
increasing at a rapid rate in more recent years (see 
Table 10). The major characteristic of the rise has been 
the acceleration of the rate of state investment, to com- 


86 Average yields per cow have developed as follows: 
Kilograms per year 


Year State and collective р All categories 
farms Collective farms of enterprise 
DSB ae ri. ана 1994 1 937 1755 
ТОВ get °. 2067 ed me 
LOGO meal. ial reas 1 938 1 854 ae 
Об: ns «2. ‹ 1847 + is 
POOR Ec cia ks 1 747 1 684 1 693 
BOGS Nt cole ay 1 584 1 504 1 600 
Е: 1 684 1 583 1 655 
1905 Моско 1987 о sty 


Source : Statistical yearbooks. 


NOTE. — Investments in agriculture exclude expenditures on general repairs 
and on raising the number of livestock. 


pensate for the co-operative sector’s failure to put aside 
sufficient resources for accumulation. However, in 1964 
the rise in the income of collective farms and the more 
generous credit facilities extended to them led to a 14 
per cent increase in the capital outlays of collective 
farms. Total agricultural investment in 1965 is reported 
to have exceeded 11 billion roubles; its structure is not 
known, but investment undertaken by collective farms 
is likely to have risen at more than the average rate. 


After having fallen by some 7 per cent (in physical 
units) in 1964, deliveries of tractors regained the 1963 
level and the tractor park now amounts to a total of 
more than 3 million 15 h.p. units. Deliveries of grain 
combines and motor-trucks, 77,000 in both cases, were 
lower than planned targets (see Table 11 part A). 


Attention has lately been focused on the relatively 
unsatisfactory state of rural electrification in the Soviet 
Union, one of the major obstacles to mechanization in 
the livestock зесюг.з? The consumption of electrical 
energy by state and collective farms constitutes barely 
4 per cent of the national total and that devoted to 
productive purposes only 2 per cent. This situation can 
partly be explained by the prohibition, up to 1954, of 
connexions between farms and the state network, and the 
consequent construction of a multitude of small local 
power stations which are hardly adequate for productive 
uses of electricity. In all, some 35 per cent of total supplies 
are still delivered by these local stations.®* The 1965 Plan 


37 The following figures referring to 1964 indicate the degree of 
mechanization of some current operations on state and collective 
farms: milking, 25 per cent; water supply, 51 per cent; feed distribu- 
tion, 2 to 10 per cent; manure lifting, 7 to 11 per cent. See Narodnoe 
khozyaistvo v 1964, p. 386. 


38 See Ekonomika selskogo khozyaistva, No. 10, 1965, pp. 11-19. 
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ASTS 144.3 


aes - 2518 — 2363 2692 

Gram сое ес 64.9 53.5 57.0 
ОЕ aoe fe oe ey ef 021 76.3 66.1 
Total (in gross weight) ...... 10.6 11.1 114 
р 2.46 ак De 


Total (in pure nutrient values). . . 
of which : 


SNitropeNOUS ола es ss 0.686 0.710 0.769 
LS See eee 0.821 0.837 0.823 
Phosphorous meal . . . .....- ~ 0.208 0.242 0.265 
PP oss aoe oes с: 0.743 0.787 0.766 


Pure nutrient value per hectare. . 
of which: 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


provided for a considerable improvement, total electricity 
supplies for the agricultural sector rising to 23 billion kWh 
or by 25 per cent. Moreover, the Ministry for Energy 
and Electrification, together with the Ministry of Agri- 
culture, has been allotted the task of formulating an 
accelerated programme for rural electrification.*® 


Supplies of electro-energy to agriculture 


(Billions of kWh) 
1958 1960 1962 1963 1964 1965 
Total supplies to 
agriculture . 69 10.6 14.1 161 18.4 ca.23 
As a percentage of 
national total . . ed SE ЗВ Soe eae) 
Supplies from farm 
power stations. . 4.3 at) 65953 6.3 


Source : Narodnoe khozyaistvo у 1964, р. 150 and р. 386. 


In 1964, fertilizer supplies to the agricultural sector 
increased by nearly 40 per cent (measured in pure nutrient 
value) and per hectare application rose from 16.2 to 
22.8 kg. Corresponding data for 1965 are not available 
but total deliveries (measured in gross weight) are 
reported to have expanded by 23 per cent, even though 
the plan was not entirely fulfilled (see Table 11 part B). 


33 See Promyshlennaya energetika, Мо. 5, 1965. For some time no 
national body was directly responsible for rural electrification. 


3339 3766 437.7 425.4 
70.08" 492. - 196." * “196 
69.7 82.6 688 63.0 


12.1 
2.71 


13.6 
3.09 


16.0 


0.859 1,070 1.360 1.759 
0.824 0.853 0.969 1.284 
0.306 0.335 0.352 0.565 
0.703 0.826 0.901 1.421 


The agricultural reform programme 


A series of measures intended to provide a sounder 
economic basis for more rapid growth in the lagging : 
agricultural sector was inaugurated in 1965. At the 
plenary session of the Central Committee of the Party, | 
held at the end of March,* a programme of action, | 
which spans a field ranging from planning to the question 
of individual material incentives, was presented in con- 
siderable detail and numerous decrees for its implementa- 
tion were promulgated in the following month. The 
underlying principles of this programme are not entirely 
new. Indeed, in recent years changes similar to those 
finally adopted have been proposed by Soviet economists 
and technicians as remedies 41 for the slow development 
of the agricultural sector. Taken as a whole, the pro-— 
gramme appears to be as far-reaching as present con- 
ditions and resources allow. 


At the highest level, full authority has been restored 
to the All-Union Ministry of Agriculture; it has been 
charged once again with the responsibility for the general 
supervision of production developments. Its operational 
powers include control over investments in state and 


40 See Pravda, 27 March 1965. 


“See, for instance, “ Economic Planning in Europe ”, Economic 
Survey of Europe in 1962, Part 2, Chapter VI, pp. 45-58; and the 
Surveys for 1963, Part 1, and 1964. 


ты 


ей 
should j in principle leave oy Set units 


rable freedom for improving the local 


з eres for cereals procurements i БН fixed at 
55.7 million tons (see Table 12) and will remain unchanged 
during the whole period. This level is approximately equal 
ю the average of the preceding three-year period, which 
included both the disastrous harvest of 1963 and the good 

964 crop. The reduction in the targets is most marked 

the case of certain republics that are marginal producers 
id in Kazakhstan. In the latter republic the procurement 
plan has been cut to about 45 per cent of the original 
1970 target,** and some allowance would seem to have 
een made for the introduction of more adequate crop 
otation, including extensive clean fallow—as long 
proposed by agricultural experts ** for restoring the fer- 
tility of a soil exhausted by abusive monoculture. 


It is obvious that the quantities provided for in the 
_ procurement plan will not meet all the country’s require- 
ments which, in the previous 1970 Plan, had been fixed 
at about 90 million tons. In order to obtain additional 
deliveries great reliance will need to be placed on the 
. затщайуе effect of price policy measures (see below). 

“Moreover, the State Planning Commission, the Ministry 
_of Agriculture and the State Committee for Procurements 
are required to determine the size of above-plan procure- 
“ments of wheat and rye from the various republics before 
15 July of each year. 


The introduction of predetermined but gradually-rising 
yearly procurement targets for animal products would 
“also seem to enable the farms to plan the number of 
livestock and the extent of fodder crop sowings on the 

‘basis of local conditions. The current targets for meat and 
milk are, respectively, about 37 per cent and 28 per cent 
below the previous 1970 goal: 


42 See the article by the Soviet Minister of Agriculture, V. Matske- 
wich, in Voprosy ekonomiki, No. 6, 1965, pp. 12-13. 

43 See Pravda, 29 March 1964. 

44 See the statement in Pravda, 27 March 1965. 

45 See the SuRvEY for 1963, Part 1, Chapter I, р. 21. 

46 See A. Barayev, “ Sevooboroty na tseline”, Selskoye khozy- 
aistvo Kazakhstana, No. 11, 1965, pp. 4-9. In five of the north- 
western regions of Kazakhstan, where the area of arable land rose 
from 6.7 million hectares in 1953 to 22 million hectares in 1964, 
22 per cent was left fallow in 1953, 12 per cent in 1961, 8.9 per cent in 
1962 and 5.3 per cent in 1963. 


farms as a ‘coltesan, on which Bs incentives for 
greater production efforts can be based. The measures 
formulated at the Central Committee meeting in March 
1965 amount to a significant adjustment of the “ terms 
of trade ” between the agricultural sector and the rest of 
the economy. Price adjustments in the past have been 
significant,*? but these changes, which entered into force 
on 1 May 1965, involve a more radical adjustment of the 
level and structure of agricultural producer prices to 
costs of production. The general objective seems to be 
that both state and collective farms should be placed in a 
position where they can finance from their own resources 
the investments in fixed and working capital that are 
necessary for the planned expansion of agricultural 
production.* 


The new prices for wheat and rye are given in Table 13. 
For collective farms the changes imply an average increase 
in the price level of about 12 per cent for wheat and 22 per 
cent for rye; for state farms the changes are even larger, 
although the average prices they obtain for these crops 
remain, as hitherto, lower than those received by collective 
farms. Uniform prices for state and collective farms have 
been introduced only in marginal producing regions 
where, moreover, actual price increases are significantly 
greater than in the major grain-growing republics. The 
impact on farm incomes of the new wheat and rye prices 
cannot be assessed without the relevant comprehensive 
cost statistics, but in the major producing regions they 
would seem to cover the expenditure even of less fertile 
farms. A real incentive for above-plan sales to the state 
has been provided in the form of a 50-per cent addition 
to the basic price, and no doubt this premium will make a 
decisive contribution to the operation of the stable 


47 Changes in state purchasing prices of basic 
agricultural products for collective farms 


Indices, 1952 = 100 
1953 1954 1956 1958 1960 1964 


ря 236 739 630 695 720 850 
Technical crops ...... С fe 150 oe 140 160 
Sunflower seed. . ..... 528 626 930 774 770 860 
Я РА 316 369 810 789 880 1630 
Cattle et р ae Ses = 385 579 660 1175 1240 1580 
ЕЕ 202 289 330 404 400 5 
Hage. Зе ake 126 135 150 297 300 340 
МО eet ate. fet ao 107 146 250 352 340 350 
All agricultural products .. 154 207 250 296 300 360 


Sources : Selskoye khozyaistvo SSSR, Moscow 1960, and У. Boev, Mezh- 
dunarodny selskokhozyaistvenny zhurnal, No. 6, 1965. 


48 See Ekonomika selskogo khozyaistva, No. 6, 1965, p. 11. 
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да... _ 0.14 | 

Tadjikistan — СЯ. 70.03: 0.025534 

ЕЕ. oot Gs. Вот 5003.4 
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Sources : Statistical yearbooks; Pravda, 27 March and 12 April 1965. 
@ The new 1970 Plan provides for а 30 per cent increase in cereals production 
_— during the coming five-year period as compared to that of 1961-1965, correspond- 


procurement target system. The “ sliding scale ”, by which 
yearly prices were previously partly adjusted to the size 
of the crop, has been abandoned. 


The Deputy Chairman of the State Planning Commis- 
sion has stated that in the past five years budgetary grants 
to state farms for investments and circulating funds have 
represented about 41 per cent of production expenditure. 
The self-financing of state farms will in future require a 


TABLE 13 


Average state procurement prices for wheat and rye 
In roubles per ton 


Region 


RSFSR (excluding the north-western, central and Volga-Vyatka 
regions, Kaliningrad and Perm oblasts and the Udmurt 
autonomous region) 


Ukraine (excluding the Polyese region and Moldavia) 
Kazakhstan 
Kirgizia 


© А ао де OR a, te SG Tee RY SE AS bc 


ab a> ee, te ee a Ce Sey ie ne ie а. 


Uzbekistan, Georgia, Azerbaidjan, Tadjikistan, Armenia and 
Turkmenistan. . 


ee Re Re Аа ЗА ee eel Tale pee 


RSFSR (above excluded regions), Ukraine (the Polyese region), 
Byelorussia, Lithuania, Latvia and Estonia 


All-Union weighted average 


Sources : For “ new ” prices, see Pravda, 11 April 1965. For “old” prices, see Finansy 


For all-Union weighted averages, see Problemy mira i sotsialisma, 1965, No. 5, p. 35. 


: = 0.13, ee 


0.12 0.18 920 25> 3 et 
ae 0.06 — ee. < бет аа 
—. 0.05 — 0.06 — 0.04 Bed 
= 0.02 0.02 0.04 
nih 


ing to an annual average of aoe 170 million tons (see дозе, 20 
1966). The previous 1970 output target was 229-262 million to: 
curements target 90 millions (see SURVEY for 1963, Part 1, Chapter I P. 2 


“ profitability ratio” corresponding to this figure. A 
higher rate, about 50 per cent, is thought necessary fo1 
collective farms after allowing for allocations to social 
funds. The current price adjustments are not sufficient 
for such ratios to be established, but fairly large margins 


for cost reductions have been taken into account.*?® 


49 See Ekonomika selskogo khozyaistva, No. 6, 1965, р. 11. 
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For collective farms For state farms 


Rye Wheat Rye 
Old New Old New Old New 
price price price price price price 
56 63 
30 45 
51 60 
39 60 
34-39 85 
65 130 
57, 75 


SSSR, No, 8, 1965, р. 9 and Ekonomika selskogo khozyaistva, No. 6, 1965, р. 23. 


‚ Great attention is also to be given 1ю`{Ве cultivation 
of small grains, which have for long been neglected, and 
all collective and state farms, regardless of location, will 

> не the following prices for buckwheat, millet and 
ae гея | 


Old price New price 
$ Roubles per ton 
Пе ВСЕ. (ое Е. 200 300 
Millet (best qualities) . . . 2... 80 110 
er tS 220 300 


Tn all the agriculturally less-favoured regions of the 
_ RSFSR, the Ukraine, Byelorussia and the Baltic republics, 
_hew prices, applicable to both collective and state farms, 
have been established for barley (90 roubles per ton) and 
for oats (75 roubles per ton). The adjustment represents 
an increase of 20-53 per cent for collective farms © and 
somewhat more for state farms. 


Certain measures have also been taken to encourage 
sunflower seed production. Prices paid to state farms, 
_ which previously had been only about a half of those paid 
to collective farms, have been raised to eliminate this 
‘differential. For each quintal of sunflower seed delivered, 
state farms may also buy 15 kg of oil-cake at reduced 
prices; for above-plan deliveries, the figure is 30 kg. The 
collective farms receive double the normal price for all 
deliveries above the average achieved in the preceding 
three-year period and they may buy certain quantities of 
oil at reduced prices. 


In spite of the substantial increases in meat and butter 
prices in June 1962,52 the rearing of livestock had remained 
largely an unprofitable activity. Prices were raised further 
on 1 May 1965 53 and made uniform for state and collect- 

_ ive farms though they vary between republics and zones. 
The ranges of price increases for various categories of 
livestock are as follows: 


Average Average 
Range increase рее СНЫ yes 
i th 5 ctive farms 
of increase р in 1963 on ne Л 
(Percentages) (Roubles per ton) 
о or еее 20-55 36 799 - 834 
р. 9.” 30-70 33 980 1146 
Bheep. 11: 10-70 ® 32 aes 481 


Sources : Mezhdunarodny selskokhozvaistvenny zhurnal, No. 6, 1965, р. 32; 
and the Survey for 1963, Part I, Chapter I, p. 24. 


@ Labour costs calculated on the basis of actual rates of remuneration in cash and 
in kind. 
5 10-60 per cent for state farms. 


For all farms located in mountainous regions, the existing 
purchasing prices for sheep and goats have been raised 
by 100 per cent. It should be noted that these increments 
in the producer prices of livestock have been announced 
as supplements to existing prices, which suggests that 
these measures are temporary. In the course of the next 


50 See Pravda, 11 April 1965. 

51 See Mezhdunarodny selskokhozyaistvenny zhurnal, No. 6, 1965, 
232. 

52 See the Economic Bulletin for Europe, Vol. 14, No. 2, р. 14. 


53 See Pravda, 15 April 1965. 


% 


two to three years, anticipated reductions in farming at 
costs may allow the supplements to be reduced and 


ultimately abolished.*4 


_ Milk prices were raised on 1 January 1965,55 the average 
increase being estimated at 22 per cent.5* Differences 
between prices paid to collective and state farms have been 
eliminated and the spread between prices increased. The 
new prices would seem to favour, in particular, farms in 
the Baltic republics. Quality standards for milk have been 
reduced throughout the Soviet Union. This will tend to 
increase incomes since in the past farms often incurred 
losses when delivering milk with a fat content below the 
permitted norm.*? On 2 January 1965, the price of 
skimmed milk 5014 back to farms was raised to 30 roubles 
per ton, but on 1 May 1965 it was reduced to 10 roubles. 


The terms of trade of agricultural products have also 
been improved by measures affecting agricultural produc- 
tion costs. New prices for agricultural machinery, spare 
parts and various industrial inputs, and revised rates for 
electricity used by agriculture, were introduced on 
1 January 1966 in an effort to eliminate, as far as possible, 
differences which exist between the prices charged to 
industrial and agricultural сопзитегз.58 


A further concession to the rural population is the 
cancellation of the “rural surcharge” on state retail 
prices of many manufactured goods and food items. In 
1959, price differentials resulting from this surcharge were 
eliminated for kerosene, salt, soap, wine and some other 
products. Since 25 April 1965, no rural surcharge has been 
levied on a number of clothing and footwear items and 
since the beginning of 1966 it has been abandoned on all 
commodities.*® 


The ability of the farms to finance their investments has 
also been improved through fiscal and financial measures. 
For collective farms, the change in the method of cal- 
culating income-tax will have a far-reaching significance. 
In the past the tax was levied at an average rate of 12.5 
per cent on “ global” income.® From 1 January 1965 net 
income became the new basis on which the tax is levied ;*1 
the tax is applied at a standard rate of 12 per cent to the 
farm’s income in excess of 15 per cent of its production 
costs.®? Distributions to members for work performed are 


54 See Finansy SSSR, No. 8, 1965, pp. 12-13. Retail prices are 
not being raised, although the meat-processing industry already 
receives a significant subsidy which meets the difference between 
purchase and retail prices. With the new supplements to producer 
prices, collective farms will receive 165 per cent of retail beef prices, 
125 per cent of pork prices and 114 per cent of mutton prices. 

55 See Pravda, 10 December 1964. 

58 See Finansy SSSR, No. 8, 1965, p. 11. 

5? The norm for butterfat content is now 3.7 per cent in the 
RSFSR, 3.6 per cent in the Ukraine and Georgia, and 3.5 per cent 
in Moldavia and Lithuania. 


58 See Selskaya zhizn, 11 December 1965, 
59 See Pravda, 27 March 1965. 


80 Gross income before deduction of payments for inputs from 
outside the farm. See “ Economic Planning in Europe ”, Economic 
Survey of Europe in 1962, Part 2, Chapter VI, p. 51. 

61 See Izvestia, 11 April 1965. 


62 An illustration of the new method of calculation has been given 
by the Deputy Minister of Finance in Selskaya zhizn, 24 April 1965. 
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of land.* 


The deficit financing system for state farms will gradu- 
ally come to an end and, therefore, the right given to 
them to retain 42 per cent ® of profits will probably be 
very important for placing state farms on a sound finan- 
cial basis. In 1963 nearly 70 per cent of state farms 
operated at a loss, necessitating subsidies of nearly 
3 billion roubles.** Even in the favourable year of 1964, 
the total deficit was considerable.® м 


The State Bank has been authorized to write off 
existing state loans, amounting to 2,010 million roubles, 
made to the economically weaker collective farms.* 
The relevant decree also defers the repayment of monetary 
advances, amounting to 120 million roubles, extended 
by state purchasing organizations on contract deliveries. 
And a further debt of 120 million roubles, representing 
sums still due from collective farms for equipment and 
machinery purchased at the dissolution of the MTS, has 
also been cancelled. 


The removal of many of the restrictions — оп the 
number of animals which one owner can keep and on the 
size of the plots — applicable to individual household 
plots will help to raise the collective farmers’ incomes.” 
Credits can now be extended to collective farmers and to 
workers and employees living in rural areas, cities and 
suburbs for the purchase of cows and heifers.” 


Estimates of the costs of the measures taken in 1965 
for improving the economic situation of the agricultural 
sector suggest that the burden on state resources will be 
considerable. On the basis of plan fulfilment in 1965, the 
total cost to the state of increases in producer prices 
would be 3,247 million roubles, 71 adjustments to the 
prices of wheat and rye accounting for some 764 million 
roubles, those for small grains for about 100 million 
roubles 72, and the milk price regulations a further 720 
million roubles.** The adjustments to machinery and 


83 Under the previous system, the total income-tax on collective 
farms in 1966 would be about 1,067 million roubles; under the 
new regulations, they will pay only about 500 million roubles. See 
Ekonimika selskogo khozyaistva, No. 11, 1965, p. 6. 


ва Prior {0 the abolition of the machine-tractor stations in 1958, а 
form of adjustment derived from the fact that farms in less favourable 
regions were charged lower rates for MTS services. 


85 See Pravda, 10 December 1964. 

66 See Izvestia, 25 November 1964. 

87 See Sovetskaya Rossiya, 24 April 1965. 
88 See Pravda, 20 April 1965. 

89 Jbid., 6 and 7 November 1964. 

70 See Izvestia, 2 April 1965. 


* ee Mezhdunarodny selskokhozyaistvenny zhurnal, No. 6, 1965, 
р. 33. 
72 See Izvestia, 13 April 1965. 


73 See Pravda, 10 December 1964. 
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_ It should be mentioned that a commission has been set 
up with the task of formulating new model statutes for 
collective farms, 77 the present ones, dating from 1935, 
being considered obsolete. Two other developments 
— the spreading of the system of guaranteed minimum 
remuneration for farmers and the inclusion of payments 
to labour in farms’ cost accounting — are also being 
encouraged. 


Int 


Eastern European countries 


Crop and livestock output : 


The general outlines of agricultural developments in 
the eastern European area in 1965 have been presented 
in the introduction to the present section, and summary 
tables 6, 14 and 15 provide a background for a comparison 


ee чб в 


of the most important quantitative indicators. In ше. 
following, more detailed, account of the relevant features, | 
the various countries are reviewed in turn so that attention © 


can be paid to their particular circumstances. 


The successful outcome of the agricultural year шо 


Poland, which witnessed a rise of 7.4 per cent in global 
output, owes much to favourable weather and other 
natural conditions, although the agro-technical improve- 
ments tend to dampen fluctuations. As in other countries, 
heavy rainfall caused damage to some crops and made 
farm activities difficult, but it benefited others, especially 
the winter-sown crops on light soils which are important 
in Poland. Total cereals production rose by 15 per cent 
above the 1964 level and reached an all-time record, with 
average yields of 19 quintals per hectare. These achieve- 
ments were particularly rewarding in view of the em- 
phasis given by planners to the need for an expansion 
in domestic grain supplies. The oilseed crop — mainly 
winter-sown rape seed — nearly doubled, both as a result 
of the larger area sown and a 50 per cent rise in yields. 
The potato harvest, which weighs heavily in the total crop 
output, was up to average, 


With a large rise in fodder supplies — hay yields being 
some 35 per cent greater than in the previous year — 
animal output expanded by 6.5 per cent. The livestock 
census Of June indicated little change in the size of the 
cattle herd, largely as a result of the 1964 fodder shortage, 
but some rise was noted in the second half of the year. 


74 See Selskaya zhizn, 25 December 1965. 
75 See Ekonomicheskaya gazeta, 28 April 1965. р.2. 


7в Although some of the benefits associated with these items 
accrue to state farms, in the absence of a more appropriate basis for 
comparison with the above figure, attention might be drawn to the 
fact that in 1964 payments to collective farms, collective farmers, 
workers and employers for sales of produce to the state, co-operative 
and state trading organizations amounted to 19 billion roubles. 
See Narodnoe khozyaistvo v 1964, p. 257. 


77 See Pravda, 26 January 1966. 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


NOTE. — For livestock numbers, end-year census in all countries except Poland end-June census) and Hungary (September census). Figures for meat are in 
terms of live weight in all countries except Hungary where they refer to carcase weight. 


@ Excluding buffaloes. 


_ © December. 


The pig population continued to grow — at a rate of 
_ 6.7 per cent — and has now reached the level at which, 
_ given the normal size of feed supplies, some stabilization 
of numbers is desirable. For the first time in many years, 
the number of sheep rose, clearly a result of the 1964 
adjustments to wool and hide prices. Total meat pro- 
duction (measured in live weight) improved by 14 per cent. 
The decrease in beef output was more than compensated 
for by larger supplies of pork and bacon, the average 
weight of slaughter pigs remaining unchanged, but greater 
productivity stemmed mainly from an improvement in 
the rate of stock turnover (101.3 per cent in June 1965 
compared with 93.2 per cent in June 1964).”° Milk 
production was 5.6 per cent larger than in the previous 
year, in spite of a slightly smaller herd, average yields 


78 See statement to the ECE Committee on Agricultural Problems, 
Geneva, December 1965. 


per cow having risen to 2,165 litres, that is, by 6.5 per cent. 
In the peak summer period, some processing difficulties 
were even reported on account of insufficient dairy 
capacity. The output of eggs and wool rose by 4 per cent 
and 1.5 per cent respectively. 


No information on the size of global agricultural 
output is available for eastern Germany in 1965, but 
judging from certain data relating to yields, numbers 
of livestock and commercial production, results in both 
the crop and animal sectors would appear to be a signi- 
ficant improvement on those recorded for 1964 which, 
in any case, were good. Agricultural market production 
increased by 8.5 per cent in 1965 compared with 8 per 
cent in 1964. | 


The state procurement plan for animal products, 
cereals, oilseeds, pulses and potatoes is reported to have 
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Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
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been over-fulfilled.”® The share of domestic output т 
otal meat supplies rose from 94.5 to 96.6 per cent and in 
he case of butter from 84.5 to 90.3 per cent. Self- 
ufficiency in eggs had been achieved in 1964. 


: In spite of unfavourable weather conditions — a late 

pring, cool and rainy summer and a wet harvest season — 
crop yields were in general considerably better than in 
_ 1964. Yields of cereals were on average 29.2 quintals 
a hectare, and of oilseeds 18.4 quintals —a record 
level — whilst potato and sugar-beet yields compared 
favourably with the average of 1960/64 and are little 
Short of pre-war levels. 


The numbers of livestock in all the important categories 
show a slight increase. The size of the pig population 
remains below the 1963 peak, but the average fattening 
period is reported to have contracted by one month. 
_ Milk yields per cow rose from 2,719 kg in 1964 to 2,980 kg 
in 1965. Fodder supplies were on the whole satisfactory. 


In Czechoslovakia exceptionally unfavourable weather 
conditions —low temperatures in combination with 
large-scale flooding of agricultural land — were largely 
responsible for a 3.3 per cent decline in global output. 
The crop pattern had to be changed; areas under sugar- 
beet, cereals and potatoes were reduced respectively by 
9.5, 4.5 and 2 per cent, partly in favour of fodder crops. 
Nevertheless, per hectare yields of most cereals were 
considerably higher than in 1964; sugar-beet returns were 
smaller than in the two previous years, however, and 
potato yields were nearly halved in comparison with the 
very good ones of 1964. As a final result, the output of 
nearly all crops fell and the global crop output decreased 
by 9.5 per cent. Additional imports of grain and potatoes 

were required. 


Better results were obtained in the animal sector. The 
numbers of livestock in all categories, other than sheep, 
fell, but a significant improvement in productivity was 
recorded. It should be noted, moreover, that the fall in 
the pig population, perhaps a little on the high side at 
6 per cent, is on the whole in accordance with the priority 
now given to cattle breeding. The rise in the meat output 
was mainly due to the heavy slaughtering of pigs. Total 
milk production rose by 4.4 per cent, despite a decrease 
in the number of cows, whilst at 1,954 kg per year average 
milk yields were 5 per cent higher than in 1964. Egg 
production also increased, largely as a result of the 
operations of large poultry breeding farms which have 
contributed to a sharp rise in productivity; the average 
number of eggs per laying hen rose from 122 in 1964 to 
142 in 1965. 


In Hungary, where a very modest improvement in 
global agricultural output had been planned for 1965, 
actual results showed a decline of some 3 to 4 per cent, 
a consequence of major difficulties in both the crop and 
livestock ‘sectors. In net terms the fall must have been 


79 State procurements of animal products in eastern Germany 
1962 1963 1964 1965 Index 1965 
(Thousands of tons) (1964 = 100) 
Meat (slaughter weight). . . 9640 1071 2ab 190 320 111 
et к Mecha ЫЫЕ ДЕ 36 48 49 51 104 
Е аб сое ааа в xe 4631 4923 5085 5693 112 
Eggs (million units) 2062 2209 2656 2896 109 


even larger, as fixed costs per unit of output increased 
—a short-term development superimposed on the long- 
term effect of the capitalization of agriculture.®° Sah 


The late spring, the cool and rainy summer and 
extensive floods caused a reduction in the areas sown, 
but per hectare yields of wheat and rye were excellent 
and the bread grain harvest was sufficient for domestic 
requirements. Amongst the coarse grains, barley yields 
were good, and the maize crop, which is important in the 
total, exceeded the averages achieved in more recent 
years. The important fruit and vegetable sector suffered 
a serious set-back and the grape harvest is estimated to be 
only about half the size of last year’s crop. 


Total animal output declined. Meat production, 
especially pork and poultry, probably increased; the 
September census showed a decrease of 3 per cent in the 
pig population in comparison with the corresponding 
period of 1964, indicating heavier slaughtering. Great 
damage to cattle breeding was caused by extensive foot 
and mouth disease. No actual reduction in the size of the 
herd (except for cows) was recorded but there were 
serious adverse effects on animal yields and especially 
on milk production. 


In Bulgaria, global output remained at last year’s 
level. Though output of the crop sector declined, the 
production of bread grain cereals was a record, 35 per 
cent more than in 1964 from a slightly reduced area; 
the progress recorded in the field of seed selection, 
especially in the case of wheat, is beginning to show 
results. The rice crop from enlarged irrigated areas is 
reported to have been about 29 per cent greater than in 
the previous year. However, the severe drought, which 
started as early as May, adversely affected most spring- 
sown crops, especially maize. The sunflower seed harvest 
did not reach the 1964 level despite the fact that a larger 
area was given over to this crop. Output of cotton, 
tobacco and sugar-beet fell by 14, 22 and 37 per cent 
respectively. Vegetables also suffered and the yields of 
most fruits, except plums and prunes, were small, but the 
harvest of wine and table grapes was exceptional, with 
the crops exceeding those of the previous year by 80 and 
68 per cent. 


Information relating to changes in the livestock popu- 
lation is incomplete. Numbers in state and collective 
farms at the end of the year were зтаПег, though 
changes in the private sector may have compensated for 
this decline. Animal output in all categories increased, 
mainly due to productivity‘improvements. Preliminary 


80 Agricultural output in Hungary 
(Billion forints at 1959 prices) 


1962 1963 1964 1965 & 
Керосин 29.9 =} eed 32.3 
Material со sea. <7. 34.5 36.4 38.7 ere 
Gross:output petra hs bette 3 64.4 67.6 71.0 ca. 68 


Sources : Narodnoe khozyaistvo у 1964; and plan-fulfilment report. 


@ Preliminary figures. 


81 Percentage changes in 1965 in numbers of livestock on state and 
collective farms, when compared with 1964, were: —2.8 per cent 
for cattle (-++0.3 per cent for cows), —5,8 per cent for sheep, +6.1 per 
cent for pigs, and —14.1 per cent for poultry. 


eggs per la 


global agricultural output rose by 4.6 per 


n 1965. The crop sector has clearly been in the van 
growth, largely on account of the good results for 
wheat, but some rise in output from the animal sector 
is also likely to have occurred. The total cereals crop, 
which dominates the sown areas with a proportion of 68 
per cent in 1964, was about 12 per cent larger than in the 
previous year. In contrast to the two previous years, when 
rapid improvements in maize yields were mainly res- 
ponsible for the rise in grain production, improvements in 
wheat yields were the most important factor in 1965. 
As in most other countries of the region, weather con- 
ditions were favourable only for winter-sown crops. The 
cold and wet period in May and June delayed the growth 
of spring-sown crops and although total rainfall was 
about the same as in 1964 it was badly distributed over 
the year. Thus, the drought in July and August — 
especially severe in the southern part of the country — 
damaged the maize harvest which is reported to be about 
the average for 1959-1964, that is 5.9 million tons. 


Quantitative data for total animal output are not 
available, but partial indicators suggest that it rose 
slightly. Feed supplies must have been rather satisfactory, 
given that the carry-over of maize and rough fodder 
supplies from the current harvest were larger than in the 
previous year. According to the December census, the 
cattle and sheep populations expanded by 3 per cent 
respectively, whilst the number of pigs fell by nearly 12 
per cent. 


Farm output in Albania in 1965 was depressed by the 
succession of a hard winter and a severe summer drought. 
Although no value for gross agricultural production 
during the year has been published, it is unlikely that 
the comparatively modest plan target for an increment 
of 5 per cent was met, since the area sown to crops and to 
bread grains (including maize) was increased by only 
1.2 and 2 per cent respectively, while a shortage of 
fertilizers and adverse natural conditions must have 
limited any improvement in yields. Official policy is now 
shifting towards increased emphasis on alternative food- 
stuff crops, notably potatoes, the area sown to which is 
planned to quadruple in 1966. At the same time the 
encroachment of industrial crops on soils suitable for 
bread grains is.being restricted, and a determined effort 
made to improve the quality of the former, given their 
importance for exports. Yields of some other export 
crops — olives and grapes, in particular — are reported 
to have risen in 1965, procurements of the latter by 
some 40 per cent in the first nine months. Little infor- 
mation is available on livestock output, but in view of 
the small increase (of 3 per cent) in fodder supplies in 
the previous year, and the virtually unchanged level of 
meat and wool procurements between 1964 and 1965, 
the livestock sector can have contributed little to any 
increase in agricultural output. 


82 Information supplied to the ECE Committee on Agricultural 
Problems, Geneva, December 1965, 
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placed on improvements i ncome: 10 id 
increase in co-operative investments may be exp cted. — 
_ Plan targets in 1965 were in general rather ambitiou 
and were hardly achieved anywhere. Nevertheless, in 
Poland agricultural investment increased by 19 per cent, 
about the same rate as in the previous year. In eastern 
Germany an expansion of some 9 per cent had been 
planned but was not completely reached. Certain arrears — 
were noted in Rumania, and in Hungary capital outlays _ 
in agriculture appear to have been considerably below ~ 
those of the previous year, along with the general decrease 
in national investment. In Czechoslovakia, however, the 
plan, pitched at a slightly higher level than investment 

in 1964, is reported to have been fulfilled. } 


Sufficiently detailed information relating to the dis- 
tribution of investment between the major categories is 
not yet available. In all countries of the region agricultural 
building and construction programmes made special 
provision for more storage facilities. Large irrigation © 
schemes are being prepared and implemented in Rumania, | 
where the area of irrigated land is planned to rise — 
from the present 200,000 hectares to 600,000 hectares by — 
1970. In Bulgaria, irrigated land increased by 5.2 per 
cent in 1965 and now amounts to some 950,000 hectares. 
In other countries land improvement schemes and the 
development of water supplies and electrification are 
proceeding. 


Figures relating to the stock of machinery and equip- 
ment are given in. Table 16. Deliveries of tractors and 
grain combines appear to show a tendency to level off. 
In the mechanization programmes, the emphasis has been 
switched, to a certain extent, to the necessity of supplies 
of complementary equipment in order to avoid peaks in 
manual labour requirements. Agricultural labour short- 
ages in eastern Germany and Czechoslovakia 83 are old 
and difficult problems and, as usual, the planned recruit- 
ment of young people in the latter country was not 
achieved. In Hungary, the age structure of the rapidly 
shrinking agricultural labour force is also a major 
concern.** Local shortages are reported in Bulgaria and 
even in Poland, and measures to retard the “ flight from 
the land ”, are envisaged in the former country. 


High priority is everywhere attached to investment in 
industries supplying current agricultural inputs. Comple- 
tions of new plant for the production of fertilizers, feed 
mixtures and better machinery and spare parts are 
announced practically everywhere, and, in several coun- 
tries, import and export programmes have just been 


83 {1 Czechoslovakia the agricultural labour force is about 20 per 
cent of the total, but the average age of those actively employed is as 
high as 47 years — about 67 per cent being over 40 years — and 
female employment accounts for 53 per cent of the total. See 
Zémédelska ekonomika, No. 10, 1965, p. 562. 


84 Tn 1963, nearly 60 per cent of males actively employed on all 
categories of farms were above 40 years old; in co-operative farms, 
70 per cent. See Munkaeré helyzet (1949-1964), pp. 18-22. 
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TABLE 16 
fertilizers in eastern European countries, 1962 to 1965 


Tractors and combines in thousands ; fertilizers in kilogrammes of pure content per hectare of arable land 


Country Tractors Combines 
1962 1963 1964 1965 1962 1963 1964 1965 
Аааа 4 Us B08 5.9 a 7.4 Ar 0.4 ae at ie 
Bulgaria. . Felten PAIS 5 48.4 54.6 61.7 67.4 10.6 11.9 12.0 11.9 
Czechoslovakia®. .... 137.6 161.6 164.5 ae 9.8 10.5 i 
Eastern Germany ? . 99.9 а. 117.7 Se 11.4 12.8 13.8 15.3 
IRN Sanya tee кра, 49.4 54.9 60.6 63.6 5.6 —— 7.0 8.0 8.4 
PONG ee te te 83.3 96.0 106.8 113 a о oa ate 
а. ee os 57.5 65.3 75.4 са. 82 28.4 32:5 35.4 са. 38 
Deliveries 
Fertilizer application © 
Tractors Combines 

1962 1963 1964 1965 1962 1963 1964 1965 1962 1963 1964 1965 
А Gee. И. 10 0.9 0.6 ste к в 04 
Bulparia GA se A ae 6.3 7.1 fe ea ALA 31.4 36.5 58.7 73.0 
Czechoslovakia®. .... 16.2 1191 3163 135. 210] 293511120 120.0 42 163 
Eastern Germany”. ...| 14.0 14.1 9.5 6:8 2.91 032 1.4 20302 2a 220.5) 11250:8: 4278 
оао qe A048 8.4 soc piea Wie lo) < v7 [pos Meet 53.4 58.7 67.3 70.3 
ЕСА Со ek eae 17.8 206. 204 23.5 05.0.7214... 58.6 58.3 63.0 И 
Rumaniay ее оо. 9.3 10.3 12.6 08 9 96 Э.Р. ga 174 21 35 


Sources : Statistical yearbooks. 
@ Tractors in 15 h.p. units. 
© Equipment in socialist sector only; fertilizers—total agriculture. 


adjusted in order to guarantee adequate supplies for 


‚ domestic agriculture. 


The use of fertilizers, measured in pure nutrient value 
per hectare of arable land, increased significantly in 
1965 (see Table 16). At 35 kg per hectare it is still low 
in Rumania, but the increase in 1965 was impressive 
and the new long-term plan envisages a level of 110 kg 
by 1970. 


Price adjustments and institutional changes 


The problems associated with price formation and price 
structure in the agricultural sector were matters for dis- 
cussion in all countries in 1965. With increasing reliance 
being placed on the development of farm incomes as a 
method for achieving higher accumulation rates and 
improving material production incentives, direct state 
support is being scaled down and gradually replaced by 
higher producer prices. The various measures implemented 
in 1965 or adopted for 1966 were in accordance with 
this policy. Thus, profit margins were widened and 
relative prices adjusted to production costs and priorities ; 
in some countries, certain farm purchasing prices were 
corrected. The payment of bonuses and premia for 
above-plan and above-contract deliveries is becoming a 
common practice. 

In Poland, it was considered necessary in view of the 
1970 self-sufficiency programme, that grain production 
be made more profitable. On 1 July 1965, producer prices 


С Fertilizers per hectare of arable land, except in Albania and Bulgaria (per 
hectare of cultivable land). 


@ Calculated from data in gross weights. 


for wheat were raised by some 15 per cent and those for 
other cereals by about 30 per cent; taking account of the 
structure of state purchases and procurements of grain, 
the average increase has been estimated at about 25 per 
cent. However, the share of cereals in total farm sales, 
and especially in private farm sales, is not very important. 
At the same time the selling prices of feed mixtures were 
raised by some 9 per cent and the net effect of the adjust- 
ments on total farm income would appear to be rather 
$та1.85 Wheat and barley prices were also raised in 
Czechoslovakia, a country with the same problem of 
enlarging the domestic share of grain supplies. In this 
country the most important measure taken in 1965 was 
to raise beef and milk prices, while those for porkers were 
lowered in accordance with the desired changes in the 
structure of supply. Bonus and premia systems previously 
established for various products were expanded. In 
eastern Germany, the system of progressive premia 
payments for the fulfilment of “ optimal” plans, intro- 
duced for milk and pig-meat in late 1963 and modified 
in 1964, is to be extended to beef and poultry in 1966. 
Uniform poultry prices were introduced on 1 January 
1966 and cattle prices raised.66 As in other countries, 
various methods of improving the terms of exchange of 
farm produce for industrial inputs are being applied. 


85 A net gain of about 520 million zlotys has been officially 
estimated for the above price changes. See Trybuna Ludu, 6 Sep- 
tember 1965. 


86 See Neues Deutschland, 2, 6 and 13 July 1965. 


zations. у 
_ The wider economic reforms at present being imple- 
mented in the countries of the area also affect the agri- 
cultural sector. The approach towards the planning of 
agricultural production is being clearly changed in order 
to establish a closer relationship between the central plan 
targets and the material incentives of the farms and the 
farmers. Plans are being based to a growing extent on 
proposals made by the farms themselves and their 
implementation is being increasingly organized on “ free 
contracting” principles. The promotion of inter-farm 
exchanges of agricultural produce at mutually agreed 
prices is also a new development, emphasized in eastern 
Germany and partly in Rumania. An institutionally 
interesting phenomenon in Bulgaria is the establishment 
of the United State Enterprises, a type of state trust 
with horizontal and vertical links reaching from the 
producing farm to the final domestic or foreign consumer. 
They operate on fully autonomous economic accounting 
principles (which extend to the use of foreign currency) 
and are responsible for the whole production and repro- 
duction process and for the foreign trade in a given 
branch.®® Adjustments to the system of agricultural 
planning and management at present under review in 
Czechoslovakia stress the relevance of improvements in 
market relationships.*° 


87 See Scinteia, 18 May 1965. 

88 See Népszabadsdg, 19 December 1965; and Szabad Ро, 
16 January 1966: procurement prices for wheat, slaughter cattle and 
milk will increase by about 9, 20 and 10 per cent respectively. 

89 Two examples of this type of unit are the “ Bulgarplod” for 
fruit and vegetables and the “ Rodopa ” for the meat industry; the 
latter trust even operates cattle farms in Ethiopia on a joint com- 
pany basis. 

90 See Rudé Ргато, 2 February 1966. 


up 


unions, under the central control of th 
Agricultural Co-operatives, a body that is ent 


the task of guiding and co-ordinating activities in t 
co-operative sector. The system of mutually 
long-term contracts is to be extended, but to guarant 
fulfilment it has been decided that these contracts should | 
stipulate the size of cultivated areas and numbers of 
animals that are deemed necessary. Collective farm 
statutes are considered to be largely obsolete and a 
special committee has been set up to revise them. Accord- 
ing to draft proposals, the role of the General Assembly — 
and the responsibility of the management councils for © 
utilizing collective funds will be strengthened. Varying 
with the degree of development of the respective co- 
operatives, it is recommended that 18-25 per cent of net 
income be allocated to the accumulation fund. Changes in 
the system of labour remuneration and the allocation of © 
individual plots 3? to members — allowing greater account 
to be taken of the extent of their participation in collective — 
work — have also been proposed. A nation-wide old-age — 
pension scheme for collective farmers will be operated 
by the National Union. 


Solutions to the unsatisfactory farm size structure in 
Poland, where the large number of small-holdings is a 
major hindrance to rationalization, will be sought within 
the framework of the 1970 Plan. Greater assistance is to 
be given to the development of the machine centres of the 
Agricultural Circles in regions of medium-size mixed 
farms, whereas extensive grain production will be pro- 
moted in the highly mechanized state farms, and small- 
holdings will be encouraged to concentrate on such 
labour-intensive activities as fruit and vegetable growing 
and pig and poultry breeding. 


se РРР 


91 See Scinteia, 13 and 14 November 1965. 


92 At present they constitute about 11 per cent of the cultivated 
area. 


4, INVESTMENT OUTLAYS AND CONSTRUCTION 


Annual plans and results 


The investment performance of the Soviet Union and 
the eastern European countries in 1965, the last year of 
their medium-term plans, has been very varied (see 
Table 17). Total outlays on fixed investment in the Soviet 
Union increased by about 5 per cent and the centrally 
planned part of the state and co-operative investment by 
7 per cent, that is, somewhat less than the 10 per cent 
foreseen in the annual plan. In Czechoslovakia and eastern 
Germany the annual rate of increase in fixed investment 
was slightly higher than in the Soviet Union but less than 
planned, — in, both countries between 6 and 8 per cent 
instead of the planned 8-10 per cent. 


In contrast, and in general accordance with their annual 
plans, relatively high rates of investment expansion — of 
the order of 9 per cent — were reported in Poland and 
Rumania. In all probability the 12 per cent investment 
increase in the socialist sector in Bulgaria is much higher 
than the one foreseen in the annual plan, even when both 
the planned and actual rates are measured on the basis 
of current investment prices. At the other extreme, the 
latest reports indicate that in Hungary outlays on fixed 
investment decreased by about 3 per cent in 1965 in 
accordance with the annual plan. 


A comparison of the rates at which investment expanded 
in 1964 and 1965 shows a marked acceleration in the case 


ple 56, the fir 
п 1, is very incomplete. In 
e in investment expansion is expected to slow 
р land, one of the countries which in 1965 
il е high rates of expansion prescribed in the 
1, but it should increase in all the other countries for 
vhich plans have been published to 10 per cent in the 
et Union and eastern Germany, 14 per cent in 
Rumania, 8 per cent in Czechoslovakia and 5 per cent in 
Hungary. 
+ The distribution of actual investment between the 
various economic sectors in 1965 and in the investment 
olan for 1966 is available only for two eastern European 
ountries, Poland and Rumania (see Table 18). The share 
productive investment rose sharply in 1965 in Poland, 
increases in the agricultural, construction and trade 
sectors more than offsetting a slight reduction in the share 
of industrial investment. Poland’s annual plan for 1966 
anticipates a further expansion in the share of agricultural 
| investment. In Rumania, industrial investment, which 
accounts for about one-half of the total investment out- 


TABLE 17 
Fixed investment outlays, 1964 to 1966 Plan 


Percentage change from the previous year 


1964 1965 1965 1966 


Country and sector Actual Plan Actual Plan 

Soviet Union 

То investment. ие. 900-40 

Centrally planned investment .. | 7.1 10.3 РН 
Bulgaria 

otal socialist.isectOfis:'i<!a «22s 10.2 48 са.12 
Czechoslovakia 

otawainvestinent а. 11.9 8.4 6.6 7.9 
Eastern Germany 

Total investment... ..... > Ew) 7.8 104 
Hungary 

Total socialist sector ...... 49 —3 —36 5 
Poland 

Total investment=. ....... 4.2 8.6. са. 9* 6 

Totalsocialist sector у.м. . 4.2 и Oe.) 
Rumania 

Total investment. ....... 10.7 fe 9* a 

State investinemt, =... >”... 11.0 11 8.8 14 


Sources : National statistics, plans and plan-fulfilment reports. 


Note. — The information is based on constant price series for the Soviet 
Union, Czechoslovakia, Poland and Rumania; and on current price series for 
Bulgaria, eastern Germany and Hungary. In the last few years investment prices 
have been stable or have fallen slightly. 

@ Based on series including capital repairs, except for the 1966 Plan. 


® At constant prices. 


Ls 


Transport and communications | 10,5 104 106 


Yai ен. 2.6 3.0. 
= = Е pra ч 
Total of productive sectors . 72.7 74.3 74.7 © 
@ther’sectorss..7 she, <4 21.3 25.1. Piao 
100.0 100.0 100.0 
Values 
Total value (billion zlotys) . . 126.4 1371 142.5 а 
Rumania Percentages 
Ви В tae, oe ee 50.2 51.0 50.0 
Constructions... 7 ; 3.9 a we 
О ева eee 19.5 19.0 we 
Transport and communications 9.3 10.0 10.8 
Trade and other productive 
sectors. Sec 2 eee 2.4 не ыы 
Total of productive sectors . . 85.4 ca. 86.0 
Other Sectors 7e-:4ee. . 14.6 ca. 14.0 me 
100.0 100.0 100.0 
of which: State sector. . . . . 92.0 92.0 91.0 
Values 
Total value (billion lei). . . . 41.0 44.7 51 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
Norte. — Current prices for Poland, and constant 1959 prices for Rumania. 


@ Excluding an investment reserve of 2.5 billion. 
> State investment in agriculture is planned to rise by 21 per cent. 


lays, rose slightly in 1965 and the share of agriculture fell. 
In 1966 industrial investment is planned to increase at a 
rate somewhat below that of total investment, while 
investments in the state agricultural and transport sectors 
are to increase particularly rapidly. 

Information relating to the first nine months of 1965 
in Hungary shows that the shares of industry, construc- 
tion and trade in total investment were largely unchanged, 
whilst the share of agriculture fell sharply and that of 
transport and of non-productive investment rose. 


Sectoral investment shares in Hungary 
1964 1964 1965 


(whole (nine (nine 
year) months) months) 
Total investment (billion forints) . . 45.7 27.4 24.7 
Shares (percentages): 
ОЕ о оны 40.3 42.3 42.4 
COMSURICHONM  с ооо. 2.4 2.3 25 
ASTiclitiitem. РИ. a a. «ahs 21.0 19.0 14.7 
а а SP ea ee 11.8 10.9 12:9 
аи А, ЗАЧ, shel BS 3.6 
Non-productive sectors. .... . 21.0 22.0 23.9 


i eee ee 
re pee ate aries a lene ig ee eS 


Page 36 — Chapter I 


The share of machinery and equipment in total invest- 
ment outlays is known to have increased, in 1965, in 
Czechoslovakia, eastern Germany and Poland, to have 
probably decreased in the Soviet Union and Hungary, 
whilst in Rumania and Bulgaria shares of machinery and 
construction remained practically unchanged. The share 
of machinery and equipment in total investment rose in 
Czechoslovakia from 4314 to 4414 per cent and in Poland, 
on a narrower definition, from 39% to 4114 per cent. In 
Poland a sharp increase in machinery imports (by 21 per 
cent) made a substantial contribution to this rise. 


The share of domestic machinery in total engineering 
supplies for domestic investment is again rising in 
Rumania and was as high as 72 per cent in 1964 and 1965 
after experiencing a very sharp fall in the period 1961- 
1963. In Bulgaria, the. share of domestic supplies of 
machinery was not more than 27 per cent in 1965, although 
it is expected to reach about 50 per cent by the end of the 
new five-year plan. 


Production in the construction industry, the other major 
industry supplying resources for capital investment, 
repairs and maintenance, increased by 8 per cent in the 
Soviet Union, 9 per cent in Rumania, 13 per cent in Bul- 
garia and between 3 and 5 per cent in the other four coun- 
tries (see Table 19). Annual output was much higher than 
planned in Bulgaria (where only a 4 per cent rise had been 
envisaged), and probably roughly in accordance with 
plans in the other countries. 


The contributions of changes in productivity (or, more 
precisely, gross output per worker) and increases in 
employment to the expansion of construction output in 
1965 were 75 and 25 per cent, respectively, in the Soviet 
Union and in Czechoslovakia, although they supported a 
higher growth rate in the former country than in the latter. 
The relative contributions were about the same in Hun- 
gary and, respectively, 20 per cent and 80 per cent in 
Poland. In Rumania, the whole increase in output has 
been attributed to productivity improvements. It has been 
reported that labour shortages are limiting output 
increases in Czechoslovakia and Bulgaria. 


The sharp rise in the output of the Rumanian construc- 
tion industry between 1960 and 1965 was associated with a 
significant rise in labour productivity and, because of a 
considerable expansion of employment, a relatively slow 
increase in capital intensity. In Hungary and Czechoslo- 
vakia, by contrast, production and employment in 1965 
were only slightly above their 1960 levels, while capital 
intensity rose sharply during the period.® 


эз The following information is available for the asset structure 
of investment in Hungary: 


1964 
(whole year) 


1964 
(nine months) 
(Percentage share) 


1965 
(nine months) 


Constructions) о... 


41.8 44.1 49.8 

Масшиегу „г. а ae 47.3 48.0 42.2 
Е С, о 10.9 7.9 8.0 
100.0 100.0 100.0 


3“ These divergent trends mainly reflect different degrees of 
capacity utilization. 


TABLE 19” 


Changes in output, employment, productivity and fixed | 
assets per worker in the construction industry, 


1960 to 1965 
Indices 
—__ц_цЦицыЬ__ц__и___—_——————_——————————Ш—ШШШбШЙШ6ШбШбШ6Ш686Ш 
Fixed assets 
Е oO it 
Country and year Output Employment р же ых ae ae 
Soviet Union 
1964 (1960 = 100)“. 119 104 114 138 
1965 (1964 = 100)® . 108 102 106 
Bulgaria 
1964 (1960 = 100). . 7 130 153 
1965 (1964 = 100). . 113 
Czechoslovakia 
1964 (1960 = 100) . 101 98 103 149 
1965 (1964 = 100). 104 101 103 
Eastern Germany 
1964 (1960 = 100) . 118 96 123 
1965 (1964 = 100) . 105 
Hungary 
1964 (1960 = 100). . 123 108 114 152 
1965 (1964 = 100)°¢ . 103 102 102 
Poland 
1964 (1960 = 100)¢ . 130 108 120 
1965 (1964 = 100)2 . 105 104 101 
Rumania 
1964 (1960 = 100). . 168 135 124 112 
1965 (1964 = 100). . 109 100 @ 109 


Sources: National statistics and plan-fulfilment reports. 


Norte. — Figures refer to gross construction output of all sectors and total 
employment except if otherwise shown. 
@ State and co-operative sector, excluding collective farms. 
5 Only enterprises of state and co-operative construction industry. 
С State and co-operative sector. 
@ Nine months. 


As the accompanying table shows, in four countries the 
proportion of completed fixed investment in relation to 
total fixed investment tended to increase in the more 


Additions to the stock of uncompleted investments 
as percentage of total fixed investment 


к. Bulgaria coke Hungary 
1951-1955 11.5 14 132 14.2 
1956-1960 7.9 15.4 5.6 6.6 
1961-1964 6.0 9.2 3.3 6.3 
ie [oy SN ee р 125 22.4 8.6 5.9 
1962 ыыы 5.8 16.8 8.6 8.5 
О ое Ped 4.6 —1.3 7.3 
Об аи Bee 4.5 —3.0 —2.9 3.8 


и : National statistical yearbooks; and Kapitalni Viozhenia М В Bulgaria 


@ Only state and co-operative enterprises and organizations, and collective farms, 


Hu to 70 per pe ae some dale were 
eported in eet completions in the Soviet Union 

Bulgaria among other countries. In Poland, it was 
tended that 403 projects be completed, although only 
40 actually were, and out of the scheduled 52 high 
riority projects only 36 were finished. 


In 1965, the stock of productive fixed assets in the Soviet 
Jnion increased by 10 per cent and in industry alone 
bout 500 new large-scale enterprises were brought into 
roduction. The completion of projects was particularly 
important in the electric power, metallurgical and che- 
‚пса! industries. Iron ore mines were enlarged by an 
annual capacity of 28 million tons (partly to provide more 
exports for eastern Europe), crude steel capacity (in the 
form of new plants and reconstructions) by 3.8 million 
tons and rolling mill capacity by 1.8 million tons. In the 
chemicals industry, capacity for the production of mineral 
fertilizers increased in 1965 by 7.1 million tons, the syn- 
thetic resins and plastics capacity by 120 thousand tons 
and the synthetic fibres capacity by 66 thousand tons. 
About 6 thousand kilometres of new pipelines were laid. 
Additions to capacity in the other eastern European 
countries were also mainly concentrated in the electric 
power, chemicals and engineering industries. In Czecho- 
slovakia important increases in capacity were reported in 
the construction materials sector and in eastern Germany 
and Rumania in the metallurgical sector.*” 


Medium-term plan fulfilment 


Investment during the now completed medium-term 
plan periods was roughly in accordance with the plan in 
Bulgaria, Hungary, Poland and Rumania and almost 
exactly in accordance in the Soviet Union (see Table 20); 
the volume of state and collective farm investment in 
1959-1965 corresponded almost exactly with the plan 
target. However, the sectoral distribution of investment 
in the Soviet Union differed somewhat. from that pre- 
scribed in the plan, the main productive sectors, industry 
and agriculture, receiving less than expected, and trans- 
port and housing more. Also, when investment in sectors 
outside the plan is taken into account, the total is rather 
less than Гогезееп.38 


Among the eastern European countries total investment 
came closest to its planned levels in Poland where the 
investment plan covers all sectors of ownership and origin 
in the economy, actual investment being 617 billion zlotys 


95 Between 1964 and 1965, the size of additions to the stock of 
uncompleted investment in Rumania decreased from 9 billion to 
7 billion lei which, in relation to the total of fixed investment, 
represented high percentages — 24 per cent and 17 per cent re- 
spectively. 

96 The stock of uncompleted investment in Hungary increased 
by 3 billion forints in the first nine months of 1965, compared with 
5 billion in 1964 when the total for the year had risen by less than 
2 billion forints. 

97 See also section 2. 

98 For an ex ante analysis of the seven-year investment plan of the 
Soviet Union, see the Survey for 1959, Chapter III, pp. 17-21. 


| ment plan in Poland, while in agricul " 
especially, in housing and the other 


sectors, actual investment fell below the smite levels.9° 
Of the other countries, the total volume of one 


investment was not fully achieved in Bulgaria (see 
Table 20). Investment in the 1961-1965 period was 7.6 
billion leva instead of the planned 8.2 billion (at relatively 
stable “current” investment prices). This enabled the 
investment goals in industry and transport to be reached, 
but not those in agriculture and housing and other non- 
productive sectors where there were substantial invest- 
ment deficiencies.1 


In contrast, the volume of investment carried out during 
the plan period was substantially greater than the planned 
amount in Hungary and Rumania, although in its final 
form the investment plan in the former country was 
scaled down.'! Hungary invested more than 200 billion 
forints in the 1961-1965 period in the state and co-operat- 
ive sector, in comparison with the 180 billion forints 
provided for in the plan, industrial investment being kept 
within the planned limits and a substantial part of the 
excess being allocated to agriculture. Total investment in 
Rumania was more than 15 per cent above the lower 
limits laid down in the plan. Actual and planned 
investment figures were virtually the same in the industrial 
and housing sectors, again agriculture, and to some extent 
transport and educational, health, social and other public 
investment gaining most from over-fulfilment. 


In Czechoslovakia and eastern Germany, the medium- 
term plans (1961-1965 and 1959-1965, respectively) 193 were 
abandoned mid-way through 1963, 104 the actual level of 
investment not having approached the levels hoped for 
a few years earlier.1° Actual investment in Czecho- 
slovakia reached a total of 220 billion kés during the 
1961-1965 period or about 80 per cent of the 278 billion kés 
foreseen in the last version of the withdrawn five-year 
plan. In eastern Germany, investment totalled 116 billion 
MDN in the years 1959-1965, about 80 per cent of the 
seven-year total budgeted for in 1959. It can be seen 
from the following table that the sectoral incidence of 
these reductions was rather even in Czechoslovakia except 
for a slight rise in the share of construction, while in 


°° For an account of the investment programme in Poland’s 
Five-year Plan (1961-1965), see the Survey for 1960, Chapter II, 
pp. 30-31; also the analysis of the directives for this plan in the 
Survey for 1959, Chapter III, pp. 21-25. 

100 For comments on this investment plan, see the Survey for 
1962, Part 1, Chapter I, pp. 51-55. 

101 See the SURVEY for 1961, Part 1, Chapter П, р. 46, Table 21. 

102 For a review of the 1960-1965 investment plan of Rumania, 
see the Survey for 1960, Chapter II, pp. 26-27. 

103 These plans had been described in the Survey for 1960, 
Chapter II, pp. 30-31, and the Survey for 1959, Chapter III, pp. 21- 
24, respectively. 

104 Ног a report on the abandonment of these plans, see the 
Survey for 1962, Part 1, Chapter I, pp. 1 and 58, and the SURVEY 
for 1963, Part 1, Chapter I, pp. 30-32. 

105 Зее Rudé Ргато, 9 July 1960 and Gesetz iiber den Siebenjahrplan 
zur Entwicklung der Volkswirtschaft der Deutschen Demokratischen 
Republik in den Jahren 1959 bis 1965 (official publication, 1959). 
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_ Transport and communications 
_ Housing and social services. 
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Hungary (1961-1965) , 
‘Total of planned investment?. ...... 
of which : 


En GUSty yw о oe eps st toes Phe fe kee dey ace tee Crs troy 


Poland (1961-1965) 


Totalsofeplanned investment. ое. 


of which: 
ТВ (Е Пе с frees ae Se aa Ч ae eee 
Agriculture And LOTeStTY a cee ithe о ete ard cts к се 
Transport and communications . ......4.4.4.4.~. 
Pradevand' related sectors*°= Е: 
HOUSING а as СА a hlgssguess ake a 
Other SectOra cetrn ses. И в 


Rumania (1961-1965) 


Potaluot-plannecunvestMent.¢ 1s ears t eee eee 
of which : 
а she eka, А. Se kde oe ne ee 
ИС cin shal ie tie ler а. ааа 
Transport and communications . - 
ОЕ its) heaps ВА Е. eee eee 
Other sectorsJ . 


Total including investment of sectors outside the plan. . . . 


Sources ; For plans, Pravda, 14 November 1958, and 28 January and 8 February 
1959; Kapitalnoe stroitelstvo у SSSR, 1961, р. 49; Planovo stopanstvo i statistica, 
No. 5, 1962, р. 18; Magyar Kézlény, No. 74, 1961, рр. 553-568; Kézgazdasdgi 
Szemle, No. 11, 1961, pp. 1273-1274; Trybuna Ludu, 11 February 1961; The 
Polish Economy 1961-1965, Andrzej Karpinski, 1962, pp. 25, 26; Scinteia, 19 May 
and 21 June 1962; for plan fulfilment, Tables 17 to 19, and the sources there 
quoted. 


Nore. — Constant prices of 1 July 1955 for the Soviet Union, of 1961 for 
Poland, of 1 January 1959 for Rumania. Current investment prices for Bulgaria 
and Hungary (see Note to Table 17). The available information on plan 
fulfilment allows the derivation of total investment during the plan period for 
all the listed countries. Information about the sectoral distribution is available 
for Poland and Rumania. For the Soviet Union, Bulgaria and Hungary the 
sectoral distribution (marked by asterisks) was estimated from the seven- or 
five-year totals in conjunction with the sectoral distribution known for the periods 
1959-1964 and 1961-1964, 


@ Planned investment refers to the State-plan investment proper (194-197 billion 
roubles) plus collective farm investment included in the plan (35 billion roubles). 
Project and prospecting costs and investment in state farm livestock are excluded. 
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5 Refers to 1959-1964. 


с Excludes non-ferrous metallurgy, 
ment in the light and food indust 


a Includes, in addition to planned investment, 


170-180 


100-106 
22-23 
ca. 16 
ca. 14 
18-21 


181-191 


} 


< 


са. 200 


104.3 
29.81 
19.8 
13.6 
32.5 
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other heavy industries and part of the invest- 
ries which are included, together with culture, 


health and education, in other planned investment. 


under a. 


{ в private housing investment, invest- 
ment of co-operatives (other than collective fa 


rms) and the other items excluded 


® Planned investment excludes rural dwelling construction. 


Ff Refers to 1961-1964, 


9 Planned investment covers investment of the State and co-operative sector. 


h Planned investment excludes investment of collective farms and of handicrafts 
and consumer co-operatives. The difference 
within and outside of the plan Tepresents the investment of collective farms. 


t Tncluding investment of collective farms: 41.3 billion, or 19.6 per cent, 


between total actual investment 


J Includes construction industry, trade and “ non-productive ” investment, except 


housing. 


eastern Germany the shares of industry, construction and - 
ransport benefited substantially at the expense of the 
other sectors. re 


Sectoral distribution of investment 


(Percentages) 
Czechoslovakia | Eastern Germany 


Mig gee elie ieee 
1961-1965 1961-1964 1959-1965 1959-1964 


Industry . i ees. 45.6 44,3 41.1 
“Construction... . 22 2.7 1.2 к: 
_ Agriculture and 

me forestty .°. 5... 15.4 15.4 10.3 

’ Transport and 

communications . 10.5 10.5 9.8 12.6 
_ Housing and other 

eee sectors. ...... 26.3 27.1 37.6 


100.0 100.0 100.0 100.0 


Technical and organizational shortcomings in invest- 
ment activity — reflected in a lack of co-ordination in 
the supply of investment goods, delays in project com- 
pletion and excess expenditures — continued to pre- 
occupy the various authorities in 1965. But in most 
countries, attention has been increasingly focused on 
such broader issues as the economic efficiency, sectoral 
distribution and recoupment periods of investment. 
These issues seem to be regarded with particular urgency 
in Czechoslovakia and eastern Germany, where the 
capital/output ratio has increased sharply in recent 
years, 1° 


106 Tn his speech to the Plenary Session of the Central Committee 

' in December 1965, Mr. Ulbricht dealt with this subject in the 
following terms: “... whereas, during the years 1951 to 1955, total 
investments amounting to 32 billion МОМ yielded an increase in 
national income of 21 billion MDN, investments of 63 billion 
MDN during the period 1956-1960 also led to an increase of only 
21 billion MDN; and in the period 1961-1964 with investments 
amounting to 66 billion МОМ an increase in national income of 
only 10.7 billion MDN was achieved. This declining tendency can 
of course partly be explained by unavoidable factors, such as changes 
in economic structure and increases in capital intensity, which are 
linked to technical progress, as well as by the reduction in the labour 
force in the special conditions of the GDR. This truth should, 
however, not be permitted to dim our eyes to the fact that the cri- 
terion of increase in national income has played too small a part 


8 4 

In eastern Germany, the new emphasis placed on the 
utility effect of investments will lead to some changes in 
existing investment plans. More than two-thirds of 
productive investments at present flow to basic industries 
where recoupment periods are very long, for example, 
30 to 40 years in the lignite industry. It has been suggested 
that certain larger investment projects, which are already 
in the process of implementation, should be revised and 
terminated at an earlier processing stage than originally 
planned. It has also been recommended that the share of 
rationalization investments in the metal-using industry 
and in hitherto neglected branches of the consumer-goods 
industry should be raised where such efforts are likely 
to yield high and rapid returns. In Czechoslovakia struc- 
tural changes of the same type are being considered. The 
industrial price reform in eastern Germany has also had 
certain implications for investment сгИепа.1 As a 
practical means of raising the efficiency of capital outlays 
in both eastern Germany and Czechoslovakia, the pro- 
gressive decentralization of investment decisions and 
financing, discussed in section 7 of this chapter, would 
seem to be of very great importance.1% 


in our planning activity in recent years and also during the elabora- 
tion of the new long-term plan ” (Neues Deutschland, 18 December 
1965). 


107 As an example of the way in which the old price structure 
distorted investment decisions, reference has been made to the 
project for electrifying the State Railways. This project was based 
on prices of electro-energy previously very low but which failed to 
take account of the considerable coal mining and thermo-electric 
power station investment costs. Diesel traction is now favoured in 
the plans. Similar decision-making problems may arise in Czecho- 
slovakia in connexion with the industrial price reform scheduled for 
1967. 


108 Referring to the traditional methods of planning, the Czecho- 
slovak authority, Professor Ota Sik, has expressed the following 
view: “ With those extremely simplified methods of setting up plans, 
of central distribution of investments and of determining changes 
in the basic structure of production, innumerable opportunities of 
investment for a rapid modernization of production or production 
of various types of attractive goods are overlooked. The great 
differences between the time when the investment is undertaken and 
the time when its effect is felt are also overlooked. Some relatively 
efficient projects of modernization and technical changes in certain 
branches of production, that cannot be detected by a central, 
overall consideration of the basic structure of total production, or 
which, when viewed from an overall standpoint of the national 
economy, seem to be partial projects of little significance, can 
bring much faster growth in national income and thereby a higher 
overall level of means for investment and final consumption ” (see 
Czechoslovak Economic Papers, No. 5, page 9). 


5. CONSUMERS’ INCOMES AND SUPPLIES 


Outside the Soviet Union, and probably Rumania, 
where the volume of (material) consumption seems to 
have risen by as much as 7-8 per cent in 1965, increases 
in this category of national income remained within a 
3-5 per cent range in the other countries — broadly the 
rate of expansion of consumption experienced by the 
area in the recent past. Nevertheless, in several countries 
the changes recorded in living standards in 1965 contrasted 
with those of the preceding year or years. Thus, as well 
as in the Soviet Union and Rumania, developments in 
the past year were particularly favourable in Czecho- 


slovakia and eastern Germany — the countries where 
income and consumption suffered some setbacks re- 
cently. At the other extreme, there was a very insignificant 
improvement in consumption levels in Hungary, in line 
with the stabilization and consolidation policy adopted 
in the annual plan. At the same time, consumption levels 
in Poland and Bulgaria seem to have continued to rise 
at the rather high rate experienced during the preceding 
two years. 

Almost everywhere total money income of the popula- 
tion rose considerably faster than the volume of consump- 
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Trends in average incomes in the Soviet Union, 1962 to 1966 Plan с 
Percentage change from preceding year 


Income category 


Real incomes of population (per capita) ......0.4.+., 
Real incomes of working population (per worker) . 
Average nominal wages of wage-earners (per wage-earner). . . . 
OSU Helin gaa eae ne TE pete saree eet, fo miter ett 
Average real wages of wage-earners (per wage-earner). ..... 
Real incomes of wage-earners (per wage-earner) 


Real incomes of farmers (per working farmer) 


Sas) Ape 5 АА Ae 


Sources: Statistical yearbooks.and plan-fulfilment reports, unless otherwise 
stated. 

Norte. — In the Soviet Union, “ real incomes ” include payment to the popula- 
tion from the social fund, as well as the net material cost of services rendered in 
kind by the state to the population. > 
@ Ргауда, 10 December 1964. 


tion — reflecting increases in price levels and а more than 
proportionate growth of personal savings — and faster 
than had been planned. The latter discrepancy was due 
to the difficulty of keeping the wage-fund within the 
planned limits, in turn attributable principally to a 
failure to control the rise in non-agricultural employment. 
As had frequently been the case in the past, the outcome 
was a failure of the average level of real wages to rise as 
planned, particularly, in 1965, in Poland and Czecho- 
slovakia. 

In several countries, one element in the growth of 
total incomes in 1965 was a substantial rise in peasant 
incomes, attributable either to a good output performance 
in the agricultural sector (Poland, eastern Germany, 
Rumania) or to a deliberate improvement in the terms of 
trade enjoyed by the peasants (the Soviet Union) or both; 
and consumers gained everywhere from further increases 
in state allocations to the social welfare funds. 


On the whole, and in global terms, the increases in 
the populations’ purchasing power were matched by a 
proportionate expansion of supplies to the consumers’ 
markets. However, imbalances between supply and 
demand persisted in particular markets. A slackening of 
demand, already noticeable in the case of such goods as 
textiles, ready-made clothing, sewing machines and radios, 
has spread in some countries to such fashionable con- 
sumer durables as washing machines, motor-cycles and 
even television sets, indicating some saturation of demand 
for the available assortment at the ruling price. Further 
accumulations of stocks of unwanted goods were reported 
in some countries, and these were only partly disposed of 
by such means as clearance sales and credit facilities. 
As these remedies have proved only partly effective, 
attention has been generally directed to the need for 
introducing more fundamental changes in the planning 
and management system, with the two-fold objective of 
making conditions in the consumer markets more widely 
known and obtaining the required pattern of output 
from industry.1° 


109 For an account of such measures see section 7. 
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1962 


а-я te Saka 


Annual averages 
1959-1965 j 


1964 Plan 


eh Actual 


oe on 392 ~~ Flan 7 3 eee 

3 1-2¢ 4. Pere. 

3.4 1.6 2.8 ЗЕЯ. 

РА 1* 0.5 * 

19803 925% ue - 2 
2, неа = 5-08 2.8% 4.9 
5 {Se № 50% 4.9 


Ь Pravda, 10 December 1965. 

С An 18 percent increase was reported for the first four years of the seven-year plan _ 
(Narodnoe khozyaistvo v 1962 godu, p. 487), and a 20 per cent increase for the 
first five years of this plan (Plan-fulfilment report for 1963). 

@ Estimated on the basis of the state retail trade price index and the index of prices 
on collective farms’ markets. Percentages rounded off to the nearest half per cent. 


The expansion of incomes in the Soviet Union 


The greater emphasis recently attached to consumers’ 
welfare in the Soviet Union was reflected in 1965 in a 
sharp expansion of per capita real income of the popu- 
lation; it rose by some 7 per cent above the 1964 level 
compared with a planned 7.3 per cent increase.¥° This 
rate was nearly twice as high as the average rate registered 
during the first six years of the Seven-year Plan for 1959- 
1965,-and it helped to narrow the gap between the targets 
of this plan and their fulfilment (see Table 21). 


The re-orientation of incomes policy came too late to 
compensate fully for the below-plan growth of income 
levels during the earlier years of the Seven-year Plan, 
particularly in the case of the incomes of wage-earners; 
average real income of the whole working population 
rose by some 33 per cent over the seven years, compared 
with the 40 per cent growth planned. The plan stipulated 
an identical rate of growth of 40 per cent for both wage- 
earners and collective farmers.™! In fact, the real incomes 
of the former group were only 20 per cent higher in 1965 
than in 1958 and thus fell short of the target by a sub- 
stantial margin. In contrast, the real incomes of farmers 
rose by about 49 per cent — significantly in excess of the 
plan.1!2 | 


10 А by-product of the orientation of policy towards welfare 
considerations has been a noticeable improvement in the availability 
of income and consumption statistics. Thus, the “ Statistical Year- 
book for 1964” (Narodnoe khozyaistvo у 1964 godu) contains, for 
the first time since the war, a series of data on levels of wages and 
incomes of wage-earners in money terms, broken down for the later 
years by economic sectors and industrial branches, as well as the 
breakdowns of non-productive consumption by expenditure groups; 
and housing statistics are now given in greater detail. 


11 However, these targets do not seem to have taken account of 
the shift in the structure of employment towards the higher income 
groups, which must have tended to push the overall average above 
the levels planned for wage-earners and farmers separately. See the 
Survey for 1963, Part 1, Chapter I, p. 43. 


112 Ног a more detailed analysis of trends in and factors behind the 
growth of incomes during the Seven-year Plan see the forthcoming 
Part 2 of the present SURVEY. 


: 


‚ The average nominal wages of all wage- and salary- 
mers in the national economy rose from 90 roubles a 
nth in 1964 to 95 roubles in 1965, or by 5.8 per cent — 
mewhat faster than foreseen in the plan. The main 
neficiaries of this increment were the workers — 
stly non-manual — in the “services” sectors of the 
поту who had not been affected by the revisions of 
vage-scales in the 1956-1962 wage reform. As a result 
pt measures taken at the end of 1964, and in the course 
of 1965, the wages and salaries of about 20 million 
workers in this category were raised, yielding — on the 
“average — a 26 per cent increase in wages and salaries 
‘in education, 24 per cent in health services, 19 per cent 
in trade and catering and 15 per cent in the communal 
economy. Another factor responsible for the growth of 
the wage-bill in 1965 was the introduction of higher 
statutory wage minima in the range of 40-45 roubles per 
month for those categories of workers which had not 
hitherto been covered.1!8 


Social payments and benefits, including the net value 
of services rendered by the state to the wage-earners and 
their dependants, rose pari passu with the income of wage- 
earners from employment.“* The aggregate of these 
sums, however, increased more than proportionately, 
since the share going to collective farmers expanded 
(see below). 


No data relating to changes in the cost of living have 
been published for 1965, but a comparison of the value 
and the volume of sales in the state and co-operative retail 
trade network indicates that the average cost of the bulk of 
material goods purchased by the population dropped 
somewhat. This was largely due to the price cuts instituted 
during the year which affected some textiles, ready-made 

clothing, medicaments and certain other goods.™® At the 

same time the level of prices quoted on the collective 
farms’ markets was reported to have declined by 6 per 
cent — itself a symptom of improvements in the supplies 
of foodstuffs of animal origin. 


The rapid rise in peasant incomes — of the order of 
12 per cent — registered in 1965 occurred in spite of the 
rather mediocre general performance of the agricultural 
sector.14 However, the losses caused by the lower grain 


113 Regulations governing the salaries of practising lawyers have 
also been revised. The new scales fix their basic salary at 140-160 
roubles a month, depending on the size of the locality. In addition, 
they are entitled to a proportion of the fees received by their employ- 
ing offices for their consultations, up to a sum equal to a half of the 
basic salary. Sovetskaya Yustitsia, No. 20, October 1965. 

114 The average total wage (inclusive of these benefits) increased 
from 121 to 128 roubles per month. 

115 Prices of textiles were reduced by margins ranging from 8 per 
cent for wool to 14-15 per cent for artificial tissues, and those of 
ready-made clothing by proportions varying from 8 to 18 per cent. 
Prices of nylon stockings fell by 28 per cent, of photo-cameras_by 
21 per cent and of cocoa by 45 per cent. On a yearly expenditure 
basis the resulting total of “ savings to the population ” amounted 
to 1,124 million roubles (or 1.2 per cent of the total value of state 
and co-operative trade in 1964). Moreover, the scope of price cuts 
authorized for after-season clearance sales was widened to a point 
where it was equivalent to 558 million roubles. Ekonomicheskaya 
gazeta, No. 17, 1965. 

116 According to Narodnoe khozyaistvo у 1964 godu, the average 
real incomes of collective farmers rose by 32 per cent during the 
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output must have been largely offset in their nation-wide 
effect by the sharp upward revision of delivery prices 
(see section 3 above), the gross money receipts of collect- 
ive farms rising by a reported 16 per cent. Moreover, in 
contrast to past experience, but in line with the policy of 
reinforcing the material incentives for collective farmers, 
the latter’s actual receipts from the collective, in the form 
of wages and/or labour-day dividends, increased by the 
same margin. Also, significant increases in the output of 
foodstuffs of animal origin — meat, butter, eggs — and of 
fruit had beneficial repercussions both on peasants’ con- 
sumption standards and on their receipts from sales on 
the collective farm markets.” 


An important factor in the increase in incomes and 
welfare of collective farmers in 1965 was the introduction 
at the beginning of that year of a state pension scheme 
for farmers.4® According to the report on the fulfilment 
of the 1965 Plan, by the end of the year about 8 million 
persons were receiving a pension under the scheme and, 
as the following rough estimates show, this has been 
reflected in the trend and composition of expenditure 
from the social welfare fund :¥° 


Social welfare fund 


(Lgoty i vyplaty iz obshchestvennykh fondov) 


(Billion roubles) 
1958 1960 1963 1964 1965 
аи" an = 22338 27.3 34.3 36.7 41.5 
Workers and 
employees. . . 20152241 * SE30: 9s 2.5 36.3 * 
Other-categories..-. 13.3." 3.2 9 53:4 Fee 528 


@ A new series includes, inter alia, the housing subsidy previously excluded. 


It can be seen that, whereas the absolute volume of social 
allocations and benefits to collective farmers changed 
little between 1958 and 1963, it increased significantly in 
1964 and in 1965. 


The Plan for 1966 again attaches great weight to 
welfare improvements, and foresees a further slight 


first six years of the Seven-year Plan. The relevant statistical series 
differs somewhat from the data previously published, particularly 
the series for the early postwar years. The new index refers to collect- 
ive farmers, whereas the previous one covered all peasants, a signifi- 
cant proportion of whom were outside the collective farm system 
until the early nineteen-fifties. The coverage of expenditure from 
the social welfare fund also seems to be rather wider in the new 
index. 


117 At the same time, the disparity between the attainment of 
production targets in plant and animal output has led to wide 
regional variations in global agricultural product and, as a result, 
in farmers’ incomes. The regions specializing in livestock production 
such as Byelorussia (where the gross revenue of collective farms rose 
by 37 per cent), the Baltic republics and, to a lesser extent, the 
Ukraine must have enjoyed a considerably faster increase in incomes 
than, for instance, Kazakhstan or certain regions of RSFSR. 

118 See the Survey for 1964, Chapter I, pp. 42-44. 

119 Based on newly published data of total incomes of wage- 
earners in roubles. The category “other”, which consists overwhelm- 
ingly of collective farmers, was obtained as a residual. 


increase in the share of consumption in national income. 
Thus, national income is expected to rise by 6.4 per cent 
and the consumption fund by 6.8 per cent; and the share 
of the latter is expected to reach 73 per cent of national 
income. Per capita real incomes of the population are 
planned to grow by as much as 6.5 per cent, supported by 
a further increase in the social welfare fund of some 7.2 
per cent.!2° No target has been announced for average 
nominal wage increases,!24 and there are grounds for 
believing that farmers’ incomes are planned to rise faster 
than average real wages. It is intended that farmers’ 
receipts from the collective farms shall rise by 12 per cent. 
Farmers will also benefit from the abolition (effective 
from January 1966) of some existing price differentials 
between the urban and rural areas and from the reliefs 
incorporated in the new law relating to income-tax levied 
on collective farms, which came into effect at the beginning 
of the year (see section 3). It needs to be borne in mind, 
however, that since the new price system for deliveries 
to the state greatly encourages above-plan supplies, 
collective farms’ revenue depends more than in the past 
on their output performance. Moreover, the poor grain 
harvest of 1965 does not augur well for an increase in the 
sales of livestock and livestock products in 1966. 


Consumers’ supplies in the Soviet Union 


Largely as a result of the rise in salary scales in the 
“ services ” sector and in delivery prices paid by the state 
to the collective farms, and following the larger scope of 
social benefits and the expansion of employment in the 
national economy, the nominal money incomes of the 
population increased by some 10 per cent in 1965. This 
sharp rise in the purchasing power of the population 
was largely balanced by increased supplies of consumer 
goods and services. The industrial output of consumer 
goods (“ Group B ”) increased by 8.5 per cent, by far the 
largest rise registered during the Seven-year Plan period. 
Within this total, the production of household durables 
expanded most, but high rates of increase were also 
attained in the food-processing industry. On the other 
hand, the output of the light industries, particularly of 
textiles and ready-made clothing, was stationary or 
declined. Considerable progress continued to be made in 
the provision of personal services to the population, 
whether they are industrial in nature (repairs of shoes, 
clothing, household goods, etc.), or essentially “ non- 
productive ” (laundries, hairdressers, etc.), in each case 
the volume of output rising by more than 20 per cent. 


The changes in the pattern of state-controlled output 
which benefited the consumer were reinforced by more 
extensive supplies of foodstuffs sold by peasants on the 
free markets and, as already mentioned, the fact that the 


120 This will consist largely of higher invalids’ pensions and of 
benefits paid to collective farmers from their insurance fund. The 
latter are expected to rise to 1.4 billion roubles, of which 400 million 
roubles will be derived from the central state budget. 


121 Total money incomes outside collective farms will almost 
certainly increase less than in 1965, partly because employment in 
the national economy is planned to grow by 2.9 million workers 
(or by 3.8 per cent) compared with the rise of 3.6 million (or 4.9 
per cent) registered in 1965. 
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"Stocks of selected consumer goods in Soviet industry — 


_ ап trade 


In turnover days 


> 


Cotton textiles 


Wool textiles . . . 45 286 
Silk textiles. . .. 43 336 
Linen textiles . . . 50 265 
Ready-made_ cloth- 

ing and linen . . 35 170 
Leather shoes. . 26 151 
Furniture 45 
Chinas = 239 
Bicycles and motor- 

А О ten ar 163 
Weatchess Seas. а 253 


Sewing machines 


Source : Narodnoe khozyaistvo у 1964 води. 


price levels on these markets fell by several per cent during ~ 


the year (for the first time since 1959) points to an 
improvement in the balance of supply and demand for 
these_products. However, the sharp rise in the volume of 
savings deposits,1*? by 19 per cent over the year, suggests 
that consumers experienced some difficulties in finding 
suitable outlets for their higher incomes — a proposition 
which is supported by the rise in surplus stocks of some 
consumer goods. 


As shown in Table 24, the volume of state and co- 
operative trade rose by 10 per cent in 1965; at current 
prices the increase amounted to 8.6 per cent, compared 
with a planned 7.9 per cent. Among foodstuffs, marked 
increases were reported for sales of eggs (37 per cent), 
milk and milk products and fresh fruit and meat, although 
supplies of some of these items, particularly of meat, 
were not considered fully satisfactory. Among consumer 
durables, sales of refrigerators soared 50 per cent above 
the level of the preceding year and those of washing 
machines and television sets by about a quarter (see 
Table 26). On the other hand, supplies of passenger-cars 
declined for the second year running and sales of sewing 
machines presumably continued their downward trend. 
The demand for woollen and silk textiles, ready-made 
clothing and shoes showed definite signs of revival after 
several years of stability, partly no doubt on account of 
the price cuts, referred to above, and the growing practice 


122 Net increases during the past few i i 1 
years in savin 
were as follows : ce 


1962 1963 1964 1965 
. (Billion roubles) 
Total netiincrement=/., Soy). Se he ela 1.0 
of which г тва areas.icuy о O63 Hee 1g 3+ 
Total wage-fund (including state farms) „_ 10.6 74.1 79.2 87.7 
Savings of urban population as а percentage of ан 
wazé-fund ну; оч SRE. AS). Wen SRS о 0.9 1.0 1.5 


Зы 


ыы 3.3 ааа 
Czechoslovakia . . 0 2.8 27 0.5 
Eastern Germany 8 5 1,5 * 2.8 * и —0.1 * 
MEO ВЕН 3.9 3.1 Pa а 
erate? ence! HOSES) 1 iad’ 3.4 2.8 22 
от © Oe oie, 6.2 4.0 1.6* 


Sources : National statistics and plans. 
4 Average nominal wage. 
® Workers and employees in the socialist sector of material production. 


с Deduced from the figure of an 8-9 per cent increase over 1961-1965 given b 
Mr. Kallai in Népszabadsdg, 14 November 1965. ы * 


of after-season sales; the expansion of credit facilities 
was also a contributory factor.13 


No data relating to changes in inventories have as yet 
been released for 1965. However, a significant rise in the 


4 sales of items such as textiles, ready-made clothing and 


shoes, taken in conjunction with the fact that their output 
remained stationary, suggests that reductions in certain 
stocks did take place, since it is unlikely that the whole 
difference could have been met from larger imports. 
Table 22 shows the extent of stock accumulation during 
the first six years of the Seven-year Plan, and draws atten- 
tion to the seriousness of the problem of the adaptation 
of supply patterns to changing consumer preferences. 
Between 1958 and 1964 the value of non-food stocks rose 
by 82 per cent compared with a 31 per cent increase in the 
sales of such goods; and by the end of 1964 the value of 
stocks held in the retail trade network amounted to nearly 
a half of the annual value of sales. No doubt a more than 
proportionate expansion of some stocks was desirable, 
but the data given in Table 22 suggest that the growth 
of inventories was excessively high in the case of a number 
of articles or groups of articles. The results of an inquiry 
carried out by the Central Statistical Administration in 
October 1964 showed that the turnover of goods par- 
ticularly sensitive to changes in fashion is often only half 
as fast in the consumer co-operatives (operating mostly in 
rural areas) as in the state retail trade network.1* The 
slow movement of certain goods in the co-operative trade 
is clearly incompatible with the requirements of modern 


123 п 1964 instalment sales amounted to 2.7 billion roubles, or 
about 3 per cent of the total, but their incidence was of a considerable 
importance for clothing (including presumably textiles): 


Sales on credit As percentage 


(Million roubles) of sales 
1960 1963 1964 1964 
MIT! POND РО ele hee ened ans 633 .2/133. 2126 са. 3 
О о о ое se 364 976 1085 са. 12 
Cultural and household goods. . . 184 442 663 са. 10 


Source : Statistical yearbooks. 


124 Vestnik Statistiki, No. 5, 1965. 


— gg |1 2 3 


0.5 14 | —0.6 2.3 1.3 Li? eae 
—0.2 * и 46 3.0 oa is os 
0.6 1.5-2* | 4.4 26  —(1-0)**% . 14 1S - 
sl 2.6 2.4 2.3 0.2 1.6% 254 
pe „= 45 1.9 


5-6 кз 


@ Average real incomes of workers and employees, including social benefits and 
subsidies which rose by 8 per cent in 1963, by about 5.6 per cent in 1964 and 
remained stationary or declined slightly in 1965. 


trade. Thus, the stocks of sewing machines of all kinds, 
admittedly an extreme example, represented 562 days of 
turnover and, for some makes, as much as 800 days of 
turnover. The inquiry revealed a strong positive correla- 
tion between the price of a specific item and its turnover 
rate, indicating that weak demand is often due to high 
prices rather than quality considerations, and therefore 
that selective price cuts may effectively reduce the inven- 
tories of “ unwanted ” goods. 


For 1966, a continuation of the policy which seeks to 
give priority to the expansion of consumption is reflected 
in the retention of only a narrow gap between the growth 
of output of producers’ and consumers’ goods (the former 
is to expand by 6.9 per cent and the latter by 6.0 per cent), 
and in the emphasis again placed on the development of 
agriculture which is revealed not only in a high growth 
target but also in a significantly higher allocation of 
investment funds. However, the high growth rate of 8-10 
per cent envisaged for agricultural output clearly depends 
largely on the grain output returning to its pre-1965 level, 
since the prospects for the expansion of livestock and 
animal products cannot be considered as very good given 
the reduction in supplies of concentrated fodder. It is 
therefore hardly likely that the high rates of expansion of 
supplies of meat and dairy foods achieved in 1965 can 
be projected into 1966, and generally diminishing supplies 
of agricultural raw materials will also affect the volume 
of output of some food-processing industries and retard 
the expansion of the consumer goods (Group B) sector. 
The record cotton crop of 1965 will help to raise the 
output of textiles but, as already mentioned, the problems 
of the textiles industry are related not so much to the 
volume of production as to its ability to meet consumers’ 
tastes and preferences. On the other hand, high and — 
judging by previous experience — feasible targets are fore- 
seen for supplies of consumer durables. Thus, the output 
of refrigerators is planned to grow by 32 per cent and that 
of television sets by 17 per cent. New life is to be injected 
into the automobile industry. The output of passenger- 
cars is to rise 12 per cent above the 1965 level and it is 
expected that the new Five-year Plan will revitalize the 


TABLE 24 bongs Sad 


Volume or (in italics) value of retail trade turnover, 
including public catering, in eastern Europe and the 
Soviet Union, 1963 to 1966 Plan 


Percentage change from preceding year 


Country and category Cm а Не 
Albania < : 
otal sales. т. пе 6.7 5.7 ave 52 За 
Bulgaria 
Motal:sales <1 «teats ec 9.1 5.8 7.8 6.6 5.9 
Е tn tae a ete: 6.3 5.3 os Hi 3.7 
of which: Catering . . 77 4.7 7.6 по 9.4 
Non-food ..... 12.0 6.3 . 
Czechoslovakia @ 5 
Totalsales...... 1.4 28 5 2.7 4.5 
о soa kee 2.0 3.6 4.6 ; 3 
Non-food ..... 0.6 1.7 5.8 к 6 
Eastern Germany 
Total'sales: ео: 0.3 3.3 4.0 2-3 3.0 
в Bee 1.3 pf a EL | a 
Non-food ..... —1.1 3.2 ~ 4.7 5 4.8 
Hungary 
Total sales. ..... 8.6 7.5 3.9 3-3.5 3.8 
оо и 7.3 7.8 4.4 4 
of which: Catering . . 7.2, 8.7 3.9 
Non-food ..... 10.4 7.1 3.3 2* 
Poland 
Total sales. ..... 4.5 4.3 8.6 6.3 5.8 
IROOd Sosy, samo oss и. 5.4 2.9 i $8 ate 
of which: Catering . . 9.5 0.2 4.6 5 
Non-food® .... 355, 5.3 aa on 
Rumania 2 
Mota sales’ р. seks 8.4 7.8 the 11 10 
ЕО ee НЕЕ 11.4 103 13.1¢ 
Public catering . . . | 10.3 7.0 9.1 с 
Non-food ..... 6.6 6.5 5.4¢ 
Soviet Union 4 
Total sales. ..... 4.7 5.3 10 7.9 7.4 
Боос. пор в 6.8 5 
Моп-о0 1:5. =. 2.3 4.8 8.6 ых 
Public catering ... 6.6 9.6 са. 8 


Sources: National statistics; plans and plan-fulfilment reports; Pénzugyi 
szemle, No. 1, 1966; Sovetskaya torgovlya, No. 1, 1966. 


@ Socialist sector only. 
о Excluding public catering. 
< Nine months data. 


industry and encourage the expansion of the necessary 
service infra-structure.1”° 

The increase in purchasing power of collective farmers 
in 1966 will be partly absorbed by larger supplies of 
building materials for the population. Sales of timber 
should rise by 50 per cent and those of cement and window 
glass by 19 and 10 per cent respectively. Taken together 


125 Planovoe Khozyaistvo, No. 1, 1966, p. 6. 


the vohune ae ce of goods in the state and co-operative 


network is planned to grow by 7.4 per cent 128 and that 
of paid services by some 10 per cent. © | 


Trends т consumer incomes and supplies т eastern Europe 


The gains accruing to the Czechoslovak consumer in 
1965 were significantly larger than in the preceding years, 
and exceeded the expectations of the annual plan. No 
figure of the rate of growth of distributed national income 
has been published for 1965, but the sharp rise in imports 
suggests that it was somewhat higher than the 2.5 per cent 
increase in the produced national income. Even so, the 
planned rate of growth of distributed income is unlikely 
to have been reached, as the produced income had been 
expected to rise by 4.1 per cent. In these circumstances, 
the expansion of individual (material) consumption, 
reported to be as much as 4 per cent, testifies to the policy 
of sustaining the expansion of household incomes and 
consumption.1?? 

At the same time a feature of developments in 1965 
was that the factors underlying the expansion of consump- 
tion followed a path different from that envisaged by the 
planners. Thus, according to the 1965 Plan, the total 
money income of the population was to increase by 3.4 
per cent, and, within this total, farmers’ incomes were 
expected to grow faster than those of wage-earners 
following the increases in procurement prices granted in 
the course of 1964. In the event, total income of the 
population rose by as much as 6.1 per cent, and farmers’ 
receipts.by only 1.6 per cent largely on account of the 
disappointing performance of the agricultural sector. 
Thus wage-earners benefited considerably more than 
expected, particularly in terms of nominal incomes. This 
was mainly a result of the above-plan increase in the 
average nominal wages which rose by 2.7 per cent rather 
than by the 1.7 per cent planned, and of the above-plan 
expansion of employment (outside the collective farms) 
which was 2.6 per cent higher than in 1964, compared 
with a growth expectation of less than one per cent. It 
needs to be borne in mind, however, that the quoted data 
for farmers’ incomes refer only to “incomes from agri- 
cultural activities ” and that the extension of the social 
security schemes in the countryside, decreed in 1964, 
has probably resulted in 1965 in a more than propor- 
tionate increase in social benefits for farmers, thereby 
reducing differences in the trends in total incomes. In real 
terms the urban/rural differential was narrowed further 
by the fact that the cost of living was reported to have 
increased by only 0.5 per cent in the villages compared 
with 1.4 per cent in wage-earners’ households. 


The relatively good performance of light industries and 
of the consumer durables branches, and the rise in the 
volume of imports of consumer goods, were among the 
factors which made it possible to increase retail trade 
turnover in value terms by 5.1 per cent and to overfulfil, 
to a considerable extent, the plan targets both for the sales 


126 According to Sovetskaya Torgovlya, No. 1, 1966, the sales of 
food and non-food articles will grow at about the same rate. 

127 Вуеп in 1962 when distributed national income remained 
stationary and in 1963 when it declined, the consumption fund 
rose by some 2-3 per cent per annum. 


of foodstuffs and of industrial consumer goods. Among 


the former, particularly rapid increases were registered for 


_ coffee, rice and, to a lesser extent, meat ; on the other 


hand, due to poor crops there were shortages of fruit, 
vegetables and especially potatoes. Among consumer 


durables, sales of private cars picked up again after 


shortages in the preceding three years due to remodelling, 


_ and more radio sets and refrigerators were sold. However, 


= the demand for television sets and motor-cycles fell away 
_ again, and there has been a further sharp decline in the 


sales of textiles. 


The above-plan increase in sales of goods and services 128 
did not entirely match the expansion of money incomes. 
This disparity partly accounted for the pressure on price 
levels,!*® for the appearance or aggravation of shortages 
of some goods and for a rapid growth of savings deposits 
— 4.5 billion kés or about 15 per cent.12° 


In contrast to the practice adopted during the last few 
years, no plan targets have been published in Czechoslo- 
vakia for changes in incomes and consumption in 1966. 
The output of the light and food industries is to expand 
by some 3-4 per cent. The value of sales to the population 
through the retail trade network should rise by 4.5 per 
cent, comprising a 3 per cent growth in the supply of 
foodstuffs and a 6 per cent increase in industrial goods. 


Peasants’ incomes will increase appreciably if the 6.6 per 


cent target for the rise in marketed agricultural output 
materializes. On the other hand, the trends in earnings of 
those employed in the “national economy”, that is 
employed outside the collective farms, may be subject to a 
rather unpredictable impact from the anticipated changes 
in the system of planning and management (see section 7). 


The new series published in eastern Germany of constant 
price data relating to trends in distributed national 
income and in its sub-aggregates (Table 1) indicates that 
the 4 per cent rise of individual (material) consumption in 
1961 was followed by complete stagnation in the years 
1962-1963, and an increase of 2.8 per cent in 1964. No 
figure for 1965 is yet available, but it would appear from 
indirect evidence that the rise begun in 1964 has con- 
tinued at a similar rate in 1965. 


Total money incomes of the population were reported 
to have increased in 1965 by 2.9 billion MDN or by 4.1 
per cent, compared with an increment of 3.5 billion in 
1964 and a planned figure of 1.17 billion.1*4 Given the 8.5 
per cent increase in marketed agricultural output, partly 
a result of the rise in producer prices,1*? farmers’ incomes 
should have increased for the second consecutive year 


128 The volume of services provided for the population rose by 
5.9 per cent. Some increases in prices charged for communal services 
(such as laundries, hairdressers, repairs, etc.) have been introduced 
with effect from 1 January 1966, largely in order to reduce or 
eliminate the existing subsidies and to provide ап incentive for a 
growth of supplies. Rudé Prdvo, 23 November 1965. 

129 However, the cost of living probably rose mainly as a result 
of higher charges for public catering and of the rent increases of 1964. 

130 [п 1964 the increment was 3.7 billion k¢és; the 1965 rise was 
equivalent to about 4 per cent of the total value of retail trade. 


131 Newes Deutschland, 21 December 1965. 


182 See section 3. Gross receipts of agricultural enterprises (includ- 
ing state farms) were reported to have increased by 14 per cent. 
Neues Deutschland, 17 December 1965. 


considerably faster than average wages. However, as no _ 


information relating to changes in wages in non- 


agricultural employment has been released, no final con- 


clusions can be drawn at this stage. Very roughly, it can 
be estimated that average nominal wages rose by some 
3 per cent, with the labour force remaining more or less 
at the 1964 level. Also, it is known that consumers 
benefited from a further growth in social transfer 
incomes. 


The above-plan increase in the population’s money 
incomes was nearly matched by the 4.0 per cent rise in 
retail trade turnover—also a rate in excess of the 
planned target. This was made possible largely by sub- 
stantial increases in supplies of agricultural produce 
direct to the consumer and to the food-processing 
industries — the output of which was 5.1 per cent higher 
than in 1964. There was a noticeable improvement in 
supplies of theat, butter and eggs, and a very sharp rise 
(nearly 50 per cent) in imports of tropical fruit. In the 
case of manufactured products the output and supplies 
of synthetic textiles, passenger-cars and refrigerators 
increased most. Some supply difficulties were reported as 
a result of the changing structure of demand, itself the 
outcome of rising income levels, and of the sluggishness 
with which industry adapted itself to changing con- 
ditions. Nevertheless, as the following data show, house- 
hold stocks of consumer goods continued to rise: 


Numbers per 100 households 


1964 а 1965 Plan 
ау С ое 42 48 56 
Вебпостаюот а 20 26 30 
Washing machines .... 22 28 31 


@ Revised data which take into account the results of the 1964 population 
census. 


The volume of repairs and other services provided for 
the population increased by 5 and 4 per cent respectively, 
but there were complaints that their expansion was too 
slow and that the rigid price regulations in this largely 
privately-run sector were to blame. The volume of saving 
deposits, already high by eastern European standards, 
grew by a further 16 per cent (or 250 MDN per capita), 
and by the end of the year exceeded 30 billion МОМ — 
equivalent to about 60 per cent of the value of the retail 
trade turnover in 1965. 


Little is known about the 1966 plan targets for incomes 
and supplies. The total money incomes of the population 
are to grow by 2.5 per cent and the value of trade turnover 
by about 3 per cent. A rise in sales of manufactures 
significantly above that of food is implied in a 4.8 per 
cent target for the former. These relatively modest 
targets have been explained by reference to the difficulties 
encountered during the last two years in raising supplies 
to the levels required by the above-plan expansion of 
incomes. Therefore it is thought that a more realistic 
assessment of the imminent rise in the population’s 
purchasing power and greater reserves of commodity 
supplies are required in the future.1°* 


133 See Statement by the Minister of Domestic Trade and Supplies 
in Neues Deutschland, 21 December 1965. 
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In Poland, total (material) consumption rose in 1965 


by “ more than 5 per cent”, compared with the 4.7 рег. 


cent planned rate of growth. As a result of a further drop 
in the crude birth-rate. the natural rate of growth of the 
population declined to 10 per thousand so that — in 
the absence of significant migratory movements — per 
capita consumption rose by some 4 per cent. The resulting 


improvements in welfare standards proved to be somewhat 


more tangible in the countryside than in the towns. The 
total real wage-fund rose by 5 per cent, that is at a rate 
very similar to that of peasants’ consumption (see the 
accompanying table), but this rise was almost entirely 
due to a sharp increase in non-agricultural employment, 
average real wages having risen by a negligible amount. 


Real incomes of peasants from agricultural activities 
Percentage change over preceding year 


1962 1963 1964 1965 


овес“: а... —14.8 107 1.5 са. 7 
of which: 
Incomes spent on consumption and 
non-productive investment. . . . —0.8 —1.5 5.4 са. 4.5 
Incomes spent on productive invest- 
TOE Gee о: oaks о —6.2 5.5 5.9 са. 8 


Sources : Statistical yearbooks and plan-fulfilment report. 


@ Including changes in inventories and livestock not included in the other two 
income categories shown in the table. 


Although in global terms the annual plan goals for the 
expansion of the population’s real consumption have 
thus been fulfilled, the manner in which these targets 
were reached once more departed from the blueprint 
laid down by the planners. Thus the 1965 Plan provided 
that the wage-bill would rise by some 4.8 per cent and the 
average wage by 1.6 per cent, on the assumption that 
the faster growth of employment would not produce a rise 
greatly in excess of 3 per cent. In the event, employment 
grew by more than 4 per cent (about 100,000 workers 
above the plan {ат2е{),135 and with the average nominal 
wage also rising above the planned limits, the total 
nominal personal wage-fund rose by as much as 7.7 
per cent, or by about 7.5 per cent if the special housing 
compensatory grant is excluded. The average net monthly 
wage rose from 1,773 zlotys in 1964 to 1,822 zlotys in 
1965, that is by 2.8 per cent. However, the cost-of-living 
index was 2.6 per cent higher in 1965, due partly to an 


184 ее the decree of 22 December 1965, СВТ, II, p. 897 and 
Neues Deutschland, 25 January 1966. 


135 Particularly large above-plan increases were registered in 
industry where employment increased by 4.9 per cent compared 
with a planned 2.7 per cent, and in transport where the rise was 4.2 
per cent compared with a planned 1,8 per cent, 
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average working week from 48 to 45 hours for about 
_ 3 million workers (mostly women), and from 45 to 44. 
hours for about half a million workers in continuous ог. 
 three-shift work.1** 
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Cost-of-living index... . . 103.2 1022 101.1 1026 = 

Price index of: | Lat 
State retail trade. . . . . . 101.7 101.3 101.2 100.6 — 
Consumer services „2.“ 100.8 105.2 ЗО о 
Free market за1ез..... 113.6. . 88.7. 974 51035" 


кВа : National statistics and plan-fulfilment report. 
@ January-November data. 


The small increase in average real wages recorded in 
1965 was not a major departure from the trend established 
in the last Five-year Plan period.1** On the other hand, 
total money incomes, both inside and outside agriculture, 
seem to have expanded at higher rates than in the pre- 
ceding years. As the estimates given in Table 25 show, the 
population’s money receipts from the state rose by some 
9 per cent in 1965, the growth in income from employment 
and from agricultural activity being accompanied by 
equally rapid increases in pensions and in credit facilities. 


This rapid growth of the population’s purchasing 
power and effective demand was, at least in global terms, 
largely balanced by an adequate increase in the industrial 
output of consumers’ goods (which in 1965 was 8.4 per 
cent higher than in 1964), by a significant improvement 
in the supplies of agricultural products and by a further 
rise in the volume of imports of raw materials and con- 
sumers’ goods. These factors allowed the value of state 
retail trade sales, which in 1964 accounted for almost 
three-quarters of the population’s total expenditure, to 
rise by 9.2 per cent or by 8.6 per cent in volume. Neverthe- 
less, the persistence of a degree of -unsatisfied overall 
demand is shown by an unusually sharp rise of more 
than 20 per cent in savings and cash holdings. 


After three years of stagnation, or even decline, a 12 
per cent rise in sales of meat and meat products by state 
shops in 1965 (there was a breakthrough in the fourth 
quarter of the year) alleviated to some extent the supply 
situation, though, according to the plan-fulfilment report, 
demand was not fully satisfied. Substantial improvements 
in supplies of butter, fish and tropical fruit were also 
welcome; smaller deliveries of spaghetti, vegetable fats 
and wines were attributed to a declining demand for 
these goods. After several years of contraction, the 
demand for and sales of textiles showed some signs of 
recovery, especially in the case of linen and wool fabrics. 
Supplies of ready-made clothing and knitwear also 
increased, although the pattern of supply was often not in 
accordance with demand — shortages of some items 
coinciding with surpluses of others. Among consumers’ 
durables, deliveries of refrigerators and furniture con- 


1зв Over the whole period 1961-1965, average real wages increased 
by only 9 per cent, compared with a planned increase of 23 per cent. 
To some extent, the above-plan expansion of employment and the 
resultant increase in activity rates in wage-earners’ families tended 
to compensate for this in terms of overall welfare improvement, 
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106.8 106.6 1095 _ 100.0 
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109.6 112.8 121 5.1 
107.6 115.6 127 
111.4 109.5 122 se 
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115.2 100.0 123 3.1 


Source : Gospodarka Planowa, No. 12, 1965, revised in the light of the data 
subsequently published; plan-fulfilment report. 


@ Transactions between the household and state sectors only. 


tinued to increase, and those of bicycles, watches and 
radios rose too after some setbacks in the preceding 
years. However, sales of washing machines continued to 
fall, while those of television sets dropped for the first 
time. In the last few years, changes in inventories held by 
the state wholesale and retail trade networks have been 
as follows: 


Value of stocks held at the end 
of year in million zlotys 


Percentage change 
over previous year 


1962 1963 1964 1965 1963 1964 1965 
Total state 
network ... 82.0 86.4 96.6 106.0 Sa ls 9.7 
Retail trade. . 39.7 43.2 48.1 55.0 se Tien |i ike 14.3 
Wholesale 
tradesmen 425. 43.2- 34482579 51.0” “2112.3 5:2 


Sources : Statistical yearbooks and plan-fulfilment report. 


It can be seen that the value of trade inventories rose 
during 1965 by about 10 per cent, that is by a margin 
somewhat smaller than the overall increase in 1964 but 
considerably larger than the one registered in 1963. The 
year also saw a shift in stocks from the wholesale towards 
the retail network.!*” 


137 The seriousness of the situation facing the industries producing 
certain consumers’ durables was shown by the fact that at the end of 


6 Apparently exclusive of income and expenditure connected with the 1965 reform 
of the rent system. 


© The personal wage-fund inclusive of the temporary rent allowance (amounting 
to 600 million zlotys) rose by 7.7 per cent. 


The income targets incorporated in the 1966 Plan are 
very close to a projection of the 1965 pattern. Total 
(material) consumption of the population is planned to 
rise by 5.2 per cent and individual consumption by 4% 
per cent. The global wage-fund will increase by 6.0 per 
сепф,138 and employment outside agriculture by 3.4 per 
cent, implying a 21 per cent rise in average nominal 
wages. The improvement is likely to be smaller in real 
terms, given the tendency for the price level to rise and, 
more specifically, when account is taken of the full impact 
of the rent adjustments decreed in September 1965. 
Therefore, it is probable that, as in 1965, wage-earners 
will benefit mainly from the rise in employment rather 
than from any significant changes in average real wages. 
At the same time, peasants’ incomes will be subjected to 
the influence of some counteracting forces in 1966. On 
the one hand, the full benefits of the price increases 
granted to peasants for grain deliveries in September 


October 1965 as much as 65 per cent of television sets, 70 per cent 
of radios and 50 per cent of washing machine produced during the 
first nine months of the year remained in stock (Zycie gospodarcze, 
No. 2, 1966). Trade orders for television sets in the first quarter of 
1966 have dropped to about one-third of the expected volume 
(Gazeta Handlowa, 14 January 1966). 


138 This figure apparently includes a “ reserve ” for such contingen- 
cies as above-plan increases in employment. 


feed mixtures were raised and total receipts from sales 
and consumption in kind will be adversely affected by the 
expected decline in agricultural output, if it materializes. 
In these circumstances, it is difficult to forecast the net 
outcome for peasants’ income levels. 


The 1966 Plan provides for a 6.3 per cent increase in 
money income of the population, whereas retail sales are 
to rise by 5.8 per cent and the supply of goods to the 
retail network by 7.2 per cent. The supply of meat and 
meat products is to increase by 8.7 per cent, partly on 
account of a planned diversion of 70 thousand tons from 
the export to the domestic market. Considerable increases 
are also to take place in supplies of eggs (10 per cent) and 
fish (12 per cent), and this should help to raise the con- 
sumption of proteins. Sales of textiles, refrigerators and 
radios are planned to increase, but the demand for 
washing machines and bicycles is expected to continue to 
decline. 2 


The significant improvements in living standards 
achieved in Hungary during the three preceding years 
came to a halt in 1965 when, broadly in accordance with 
the policies embodied in the annual plan, the volume of 

_ the national income for distribution remained unchanged 
at the 1964 level and the total consumption fund rose by 
by little more than 2 per сепё.139. A series of measures 
designed to check the expansion of real incomes in 1965 
included a revision of the working norms and income-tax 
rates and a rise in the prices of some alcoholic drinks 
and of petrol. The result was that the wage-bill rose by 
only one per cent, and since employment increased very 
little and the cost of living by some 1-2 per cent, the real 
wage-fund, both per wage-earner and per capita, may 
even have declined slightly. On the other hand, “ incomes 
from agricultural activity ” rose by 3 per cent, despite a 
significant fall in value added in agriculture, partly attri- 
butable to the 2 per cent increase in procurements and to 
higher prices for fruit and vegetables sold on free markets. 
As agricultural employment declined somewhat, per 
capita nominal income increased even more than this 
would suggest, though, partly on account of the cost-of- 
living increase, per capita real consumption rose by only 
1-2 per cent, according to preliminary estimates. 


With the three main categories of income, the wage- 
fund, income from agricultural activities¥and social 
welfare benefits increasing by one, three and nine per cent 
respectively, the total money income of the population 
rose by some 2-3 per cent, reaching a figure of 127.4 billion 
forints. This increase in purchasing power was adequately 
covered by a 4 per cent rise in the value of retail trade, 
slightly more than the plan target. The net increase in 
savings deposits was 3.6 billion forints compared with a 
rise of 4.5 billion in 1964. At constant prices retail trade 
turnover could not have increased by more than 3 per 
cent, and this slackening of the expansion of domestic 
supplies in comparison with preceding years was due not 
only to agricultural set-backs, but also to decisions relating 
to foreign trade. Imports of consumer, goods were held 


_ 189 The reasons for these short-term policy changes are indicated 
in the Survey for 1964, Chapter I, section 1 ; see also section 1 of the 
present chapter, 


1965 will be reaped, but, on the other, the selling prices of © 


cultural products and foodstuffs and 
increase in industrial consumer-goods exports. 


Among foodstuffs, sales of meat and most dairy- 
products remained at the 1964 level, while those of fresh 
fruit and vegetables declined. There was a welcome | 
revival in demand for textiles, ready-made clothing and — 
footwear, stimulated partly by off-season sales and ап 
expansion of credit facilities. Sales of motor-cars, Te-— 
frigerators and vacuum cleaners increased sharply, but 
those of motor-cycles, radios and television sets fell by — 
large amounts. } 


Far-reaching changes in the price and income structure 
are foreseen in Hungary in 1966. In order to strengthen 
material incentives on the farms it is planned to raise by _ 
substantial amounts the procurement prices paid to the 
farmers for their deliveries to the state of livestock and 
animal products, and to shift most of the cost of this 
operation to the urban consumer. Changes which have 
already been announced include an increase, with effect 
from February 1966, of 30-50 per cent in the prices of 
meat sold in state shops and of 15-19 per cent in dairy 
products. In addition to these measures, some prices are 
to be adjusted in order to bring them closer to production 
costs and to market requirements in general. Thus, the 
price of domestic fuel is being increased, on average, by 
25 per cent and public transport fares are being raised 
substantially. On the other hand, prices of lard and bacon 
are being reduced by 20 and 11 per cent respectively, and 
certain items of ready-made clothing are to be some 8-25 
per cent cheaper. On the basis of an unchanged consump- 
tion pattern, the net cost to the consumer of these price 
adjustments is estimated at 2.3 billion forints a year, or 
1.8 per cent of the total income of the population in 1965. 


In parallel with these price reforms, some redistribution 
of incomes is envisaged. Contributions to the old-age 
pension scheme are to be based on a progressive scale for 
those earning more than 1,800 forints per month, 1° 
which will reduce the net income of the population by 
0.7 billion forints a year. At the same time, there are to 
be substantial rises in wages and salaries, particularly in 
such “ non-productive ” sectors as education and health 
where, in the past, income gains have been relatively 
low.‘ Some narrowing of the spread of incomes will 
also result from the increase of family allowances (by 
50 forints a month per child) in families having two or 
more children, and from a rise in the lowest pensions. 
The net result of these measures should be a rise in wages 
and social benefits of about 3 billion forints per year, 
thereby offsetting, in global terms, the increase in the cost 
of living. 


Only in 1967 will the full effect of these price and 
income reforms be felt. In the meantime, the 1966 Plan 


140 The scale varies between a 3 per cent contribution for earnings 
below 1,800 forints per month to 10 per cent for those above 7,000 
per month. 


ue Some wage increases are also to be granted to manual workers 
working in difficult conditions. Altogether about 800,000 workers 
and employees will be affected by such improvements. 
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sh fruits 
i о vegetables 


Woollen fabrics 
Cotton fabrics 
го Зы... 
_ Ready-made clothing .. . 


_ Motor-cycles and scooters . 
_ Washing machines 
_ Refrigerators 
_ Sewing machines 
Vacuum cleaners 


Motor-cars 
_ Radios 
Television sets 


Sources : National statistics and plan-fulfilment reports. € Tropical fruit only. 
a Deliveries to the retail trade network. f Including clothing. 
6 First nine months of the year. 9 All textiles and clothing. 
с Including margarine. № At current prices. 


@ Tropical and citrus fruit. $ Quantity data. 


allows for another rather modest — 2.5-3.0 рег cent — 


increase in total (material) consumption of the population. 


Average real wages of workers and employees are ex- 


pected to rise by 1.5 per cent, but some increase in the 
number of wage-earners per family will result from the 
expansion of employment and per capita incomes of wage- 
earners should rise by as much as 3.5 per cent. According 
to Penzugyi Szemle (No. 1, 1966), per capita peasants’ 
consumption should grow by 3.5-4.0 per cent in real terms. 


In Rumania, the good performance of the agricultural 
sector during the last two years and the maintenance in 
1965 of a high rate of expansion of industrial output in 
general, and of consumer goods in particular, enabled the 
level of household consumption and income to rise 
further. However, the absence of national expenditure 
data and of direct information about changes in popu- 
lation incomes in 1965 prevents a precise evaluation of 
improvements in living standards. A comparison of trends 
in average real wages and of employment in the national 
economy during the first five years of the Six-year (1960- 
1965) Plan, with recently published data on the fulfilment 
of the targets of this Plan, 142 suggests that average real 
wages grew by 5-6 per cent in 1965 and employment by 
4-5 per cent. If this is the case, then the total real wage- 
fund will have increased in 1965 by some 9-11 per cent. 
State allocations to the social welfare fund were reported 
to be 7.4 per cent higher than in 1964, Assuming that the 
rise in peasants’ incomes parallelled the growth of 
agricultural output, that is, that it expanded by some 
4-5 per cent, 143 it would be expected that the (material) 
consumption would increase by some 7-8 per cent, a 
figure which is not inconsistent with the reported growth 
of national income (8 per cent) or with the expansion of 
the volume of retail trade turnover (more than 7 per cent). 

The substantial increase in average wages in 1965 
came about largely through the completion of the wage 
reform introduced at the end of the preceding year, which 
involved an upward adjustment of basic wages and salaries 
(with sectoral and skill differentials) and yielded about 
a 10 per cent average rise in the wage and salary level 144 
for the 3.3 million workers and employees involved. 


Supported by a 10 per cent expansion of the output of 
light and food-processing industries, the volume of the 
state retail trade turnover rose by 7.4 per cent during the 
year, a rate somewhat below those recorded during the 
last few years and one quite considerably below the 
planned target of 11 per cent. Data relating to the first 
three quarters of the year indicate a marked improve- 
ment in the supply of foodstuffs, the sales of which 
increased 21 times faster than those of manufactures. 
Only isolated data are available on sales of specific 
commodities (see Table 26). They show that meat supplies 
rose again, as did those of some dairy products and of 
sugar. Sales of textiles increased by only 4 per cent, but 
those of some consumer durables, in particular refriger- 
ators and television sets, showed much bigger gains. 


aes Scinteia, 13 February 1965. Over the six years, average real 
wages increased by 35 per cent compared with a planned 40-45 per 
cent. 

a Farmers’ receipts from the collective farms for the labour-day 
dividends increased by 16 per cent. 


“See the Survey for 1964, Chapter I, р. 42. 


The 1966 Plan provides for а 10 per cent growth in 
the volume of the retail trade turnover. The wage-bill will 
certainly increase if only because the full impact of the 
1965 wage revisions will be felt during this year — but 
no detailed income targets have been published. 

Delayed benefits from the excellent 1964 harvest and 
the continuous expansion of the output of consumers” 
goods industries enabled incomes and consumption to 
rise in Bulgaria in 1965, although agricultural output 
did not rise in that year. After several years of litt е 
progress, average real wages rose by about 3 per cent т 
1965, a result of a 2.3 per cent increase in average nominal 
wages and a decrease in the cost of living — the latter 
being influenced by cuts in the prices of some textiles and 
clothing articles and in those of fruit and vegetables. 
The working population has also benefited from a further 
increase in employment 146 and the usual concomitant 
increase in the ratio of wage-earners in the family.147 


Trends in peasants’ incomes are less clear. After 
several good years, per capita real incomes of farmers 
remained at the 1963 level in 1964, and they could hardly 
have risen much in 1965 given the stagnation of-agri- 
cultural output. However, peasant money incomes might 
have benefited from the higher sales of livestock and 
meat, which in part were attributable to destocking. 
Furthermore, some steps were taken in 1965 to help 
the high-cost farms in mountainous and semi-mountainous 
regions. 


The volume of retail trade was reported to have in- 
creased by 7.8 per cent, in 1965, compared with a planned 
growth of 6.6 per cent. Supplies of meat, milk and, 
particularly, fresh fruit improved considerably. Price 
cuts seem to have encouraged the demand for textiles 
and ready-made clothing which, recently, had begun to 
fall off. Sales of refrigerators and motor-cars rose at a 
faster rate, but the rise in sales of washing machines and 
television sets was much reduced. 


The 1966 Plan envisages a significant change — a 
7.4 per cent rise —in the total (material) consumption 
fund, but average wages are expected to increase by 
only 1.6 per cent. The small (3.7 per cent) increase 
foreseen for sales of foodstuffs may reflect poor fodder 
production in 1965; on the other hand, supplies of manu- 
factures are to rise by 9.4 per cent. 


At the end of 1965 the Government announced 
measures affecting incomes and income differentials, 
which are to be gradually introduced in the period 1966- 
1967. The basic wages of workers in heavy industry will 
rise by 14.7 per cent and those of workers in other branches 
by 8.2-per cent. Salaries of specialists with higher edu- 
cation will go up by 20 per cent and of those with a 
secondary education by 15 per cent; non-specialists and 


145 A comparison of changes in the value and the volume of retail 
trade turnover suggests a decrease in the price level of about 0.5 
per cent. 

xes No data have been published about changes in total employ- 
ment in the national economy, but the industrial labour force 
expanded by as much as 6.6 per cent. 

147 In 1964, the average urban household consisted of 3.63 mem- 


bers, of which nearly two were in gainful em loyment, Rabot= 
nichesko Че, 21 December 1965. © site 
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periods. Pregnancy benefits and children’s al- 

es will be raised, the latter according to family 
> and size. Other social benefits, such as sickness 
and disability pensions, will also be increased. 
measures will raise payments from the social 
re fund by 100 million leva (or roughly by rather 
| Po per cent) in 1966 and by a further 300 million 


ousing construction and policies 


As far as can be gathered from the fragmentary data 
vailable, housing construction in most eastern European 
ountries and the Soviet Union continued in 1965 at, or 

below, the level reached in the preceding year, and the 
volume built was invariably below the targets of the 
annual and long-term plans. In Czechoslovakia, where 
the number of dwellings constructed during the year fell 
per cent short of the plan, about one-half of the total 
construction was accounted for by housing co-operatives, 
and this form of building and ownership is clearly gaining 
in importance everywhere. In eastern Germany, about 
70 thousand new or reconstructed dwellings were put at 
the disposal of the population — about 6 thousand less 
than in 1964 and below the planned level. Building 
activity was largely concentrated on new industrial 
‘centres where the fulfilment of demand is particularly 
urgent. Completion periods were reported to have been 
shortened thanks to the further introduction of industrial 
building methods, and the quality of dwellings was 
improved. No data about completions have been 
“published in Hungary, where the output of the building 
ndustry grew by a relatively small amount, 4 per cent, 
and the volume of housing construction almost certainly 
fell. In Poland, construction continued to expand, particu- 
larly in the co-operative sector, 15° and the same seems to 
be true of Rumania, but for neither country are more 

comprehensive data available. 


The population and housing census taken in Bulgaria 
in 1965 showed that the stock of housing in urban areas 
(including industrial settlements) rose from 19 to 35 
million square metres between 1956 and 1965, contributing 
to a rise in per capita living space from 7.1 to 9.3 square 
metres. The 1965 budget allocated more funds for con- 
struction than were spent in the preceding year, but in 
view of reports about shortages of building materials the 
targets were probably not reached. 

About 78 million square metres of living space were 
constructed in the Soviet Union outside the collective 
farms in 1965, and whilst this represented some improve- 
ment on the preceding year it fell short of the planned 


149 All] new dwellings constructed in 1965 had either bath or 
shower facilities and 40 per cent of them were equipped with central 
heating. 

150 Of the total urban dwelling construction, amounting to 6,680 
thousand square metres in 1966, 29 per cent is planned to be built 
under co-operative schemes, an increase of 45 per cent over the 
1965 figure, 


being reached. 


As in most eastern European countries a feature of 
the Soviet housing policy during the last few years has 
been the encouragement given to the development of 
co-operative forms of construction. The floor space built 
on this principle rose from 1.8 million square metres in 
1963 to 6.3 million in 1965, and the 1966 Plan foresees 
a further increase to 8.5 million square metres. Altogether 
this Plan provides for an acceleration in the overall 
increase in housing construction, raising the target for the 
total living area to be built outside the collective farms to 
90 million square metres. 

The rent reform which was introduced in Poland in 
October 1965 represents a major departure from the 
policy of heavily subsidized housing, a policy which has 
been one of the cornerstones of income policies in all the 
countries of the area. Prior to the reform, about three- 
quarters of the annual cost of maintenance and repair 
of the state-owned housing stock, 4.9 billion zlotys, was 
met by a subsidy. On average, the reform provides for a 
150 per cent increase in rents — though the rises will 
differ widely according to the quality of dwelling — and 
it is estimated that this will yield 2.4 billion zlotys ad- 
ditional annual геуепие.152 In order to offset the impact 
of the rent increase, the Government undertook to pay 
compensation to each affected family in the form of a 


151 Narodnoe khozyaistvo у 1964 godu, shows, for the first time, 
gross and net additions to the urban construction programme. Thus, 
51.5 million square metres of living area were added to the stock: 


Million 
square 
metres 

1. Construction in existing urban areas. .....-.- 57.5 
2. Plus Administrative transformations of rural areas. . . 3.6 
3; "Тов gross increment’ . еее ие 61.1 
4. Less Replacement. „еее еее 9.5 
5, Total net increment... це ааа 51.6 


Thus, the “replacement rate” (line 4 as per cent of line 1) was 
about 17 per cent — а rather high rate but considerably below the 
estimates made in the Survey for 1963, Part 1, Chapter СР 
footnote 183. 

152 The average rent is now 2.57 zlotys per square metre of dwelling 
space, compared with only one zloty prior to the reform; and the 
range varies from 2.10 to 4.25 zlotys per square metre depending 
on location and type of building. 
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Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
@ Including state farms. 


temporary wage supplement which will be gradually 
withdrawn alongside increases in earnings.153 


A feature of the reform, the immediate objective of 
which is to improve the quality of house maintenance 
and repairs — often inadequate in the past — is that it 


158 This supplement will be reduced when average earnings in a 
given half-yearly calendar period exceed the base earnings computed 
as a twelve-monthly average of the period preceding the reform. 
Alongside each increase in earnings determined in this way, the 
supplement will be reduced by an amount equal to one-half of the 
increment. Thus, the compensation will end as soon as the increment 
in earnings exceeds twice the amount of the original supplement. 
However, special permanent arrangements have been made for 
pensioners and other persons living on fixed incomes. 
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8 “ Conventional ” apartments (equivalent to an area of 30 п"). t 


© Estimated for nine months. 


constitutes a step away from the principle that housing 
should be a free, or almost free, social service, provided 
by the state (like education or health) according to the 
consumer’s needs rather than means. A more economic 
rent, and one which reflects quality differences more 
closely, is a necessary basis for the replacement of the 
administrative allocation of housing by free consumer 
choice. The change of attitude is very much in line with 
the encouragement recently given to private and, even 
more, co-operative housing. Indeed, the expansion of 
the latter has been hampered by the fact that the low, 
almost negligible, rents of State-provided houses acted 
as a disincentive to the prospective private investor. 


6. FOREIGN TRADE 


The total foreign trade of eastern Europe expanded at 
less vigorous pace in 1965 than in the previous year; 
пе major exception to this was Bulgaria, where both 
ports and imports grew faster than in 1964. Indeed, in 
ontrast to earlier years, the expansion of foreign trade 
fended to lag behind the area’s economic growth (see 
Table 28). 
4 However, this retardation of the foreign trade expansion 
Was generally in accordance with the objectives of the 
national plans which, in most cases (the 1965 foreign 
trade target of the Soviet Union has not yet been pub- 


lished), provided for smaller increases in imports — and, 
in the case of Poland, also in exports — than in 1964. 
It should be recalled that the 1964 import targets were 
substantially exceeded in quite a number of the countries, 
and that in the preparation of the 1965 plans greater 
importance was attached to the need for stability and to 
balance-of-trade considerations — particularly to trade 
balances with the developed market economies. The 
overfulfilment of the import plans in 1964 was associated 
with an expansion of industrial production above the 
plan. As pointed out in section 2 above, industrial output 
in 1965 again exceeded the target in most countries of the 
area, but there was little, if any, association between this 


TABLE 28 
Foreign trade of eastern European countries 1963 to 1966 Plan 


1963 
1965 
value in million 


dollars 

Bulgaria 

EXPOS eta И 1 160 8.0 

Jmports Wk т. 755 1 275 18.9 

Nationalincome .... 7.5 
Czechoslovakia 

ЕО и: Хо 2749 12.2 

ПО ол Вне 2 672 4.4 

a National income. .... —2.2 

Eastern Germany 

IBXPOLES ПЕ аль ox pus 2 915;2 14.0 

RINDOLES Tso ИИ Е 2 606 @ —3.2 

Nationa] jncome 2 
Hungary 

Зое “nts, So ae 1510 9.7 

ри ее и 1520 13.7 

National income .... 5.7 
Poland 

XDOL(SE ue а ев 2 228 75 

О Wels. oe oe 2 340 5.0 

National income .... 6.9 
Rumania 

Exports, Ee 1 100 11.9 

РОО ct, kere Le 2: 1 261 * 8.6 

National income 10.0 
Soviet Union 

ГЕ В 9 Пр мести 7 682 “ 3.4 

Торо А, из Се 11382 9.4 

Nationa] income .... 4.1 


1964 1965 1966 
Plan Actual Plan 

Percentage change over previous year 

16.2 19 19.7 

13.4 16 20.5 fe 
9.9 tell 6.0 9.5 
8.4 6.7 

12.4 го 10.0 2 
0.9 4.1 2.5 3.8 
8.3 

fe 10 5.0 5.5 
4.5 es 4.7 52 

12.1 11.0 11.7 6.0 

14.5 4.5 1.7 8.0 
4.7 3.0 са. 2 4.0 

18.4 7.3 6.3 5.4 
4.7 8.6 12.9 5.1 
6.6 2.2 6.0 3.7 
9.3 13.0 10.0 

143 7.0 8 * ae 

11.0 8 
5.6 ook 
9.6 . P Es 
9.0 8.0 6.0 6.4 


мии nnn nn ne TUE EE EE EIEEIE SSUES 


Sources : Plans, plan-fnlfilment reports, various press reports. 
@ 1964. 
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development and the growth of imports. This lack of — 
association may be due to chang | 

_ the size of stocks. | | ое 2 
_ External conditions, including those governing trade 
relations with western Europe, improved further. Thus, 


exports from eastern Europe to a number of western 
European countries were accorded more liberal treatment, 
export credits for trade within eastern Europe were made 
more easily available and, in addition, more promising 
forms of industrial co-operation between western and 
eastern European countries were established. However, 
the statistical information which might measure the 
impact on trade flows of this improvement in east-west 
economic relations is not yet available. 

The activities of the CMEA in 1965 were devoted mainly 
to promoting trade in the years 1966-1970 and to the co- 
ordination of the new medium-term plans for this period. 
A number of long-term trade agreements based on the 


new medium-term plans were concluded in 1965,154 but ~ 


it was generally acknowledged that further efforts were 
necessary in order to improve co-ordination and make it 
more еЙесНуе.155 In addition to the large number of trade 
agreements concluded within the CMEA and with the 
western European countries, new trade and credit agree- 
ments with developing countries were signed.1®* 


154 The following increases in bilateral trade are planned (the 


trade agreement 1961-1965 = 100): Bare 
centage 
Soviet ‘Union-Bulgaria.. ори. се. 70 
Soviet Union-Czechoslovakia. ......... 50 
Soviet Union-eastern Germany ......... 43 
боевая... 50 
Зое‘ тщон-Рово Я. в. уров 63 
Bulgaria-Czechoslovakia ............ 34 
Bulgaria-eastern Germany ........... 34 
Czechoslovakia-eastern Germany ........ 34 
Bastern Сегаапу-Ро!апа о... бе. 46 
Eastern Germany-Rumania. .......... 40 
Hongary-Poland "Sao be & a 100 
Hungary-Rumania.. и ось. 21 


155 Tn an article recently published in Novoe Vremya (No. 6/1966), 
Professor Alampiev drew attention to the following shortcomings: 
The best methods for developing energy sources, and for assuring the 
appropriate supplies of ferrous and non-ferrous metals (especially of 
high-quality rolled products) and mineral fertilizers, have not yet been 
found; the scope for specialization in the field of engineering is not 
sufficiently large (recommendations for this are being implemented 
slowly); the need for joint-stock companies, an important means 
of regional co-operation, is not yet fully recognized; problems 
associated with regional price differentials have not been solved, 
and this weakens the effectiveness of cost and profitability indicators. 
Also, the Executive Secretary of the CMEA, Mr. Faddeyev, stated 
recently that international specialization in, and co-ordination of, 
engineering production has not yet played a sufficiently important 
role in the economic development of eastern European countries, 
and that only a comparatively small proportion (4.7-9.0 per cent for 
different types of machine) of the industrial output of the area is 
traded across frontiers. Mr. Faddeyevy emphasized that the 
“ balanced method of formulating recommendations provides only 
a partial solution, since the point of departure is a balance for 
separate groups of products or individual items of output without 
cost evaluation. This method does not fully reveal the effect the 
recommendations are likely to have on the development of the 
industry concerned in the country in question nor on the national 
balance of payments. Nor does the present method solve the problem 
associated with prices of specialized outputs in a way advantageous 
to both the producing country and the buyer. This, too, has an 
adverse effect on the formulation of recommendations and their 
implementation ”. (World Marxist Review, No. 1, 1966.) 

156 The following credit agreements have been reported: the Soviet 
Union has granted a credit of $12 million to Cambodia; Poland has 
granted a $30 million credit to Morocco; and Hungary one of 
$ 15 million to the United Arab Republic. 


system for mutual trade, based on world mar 
which prevailed in the 1960-1964 period.*” Th 
mentation of the reform will be spread over the 
two years, but any changes will be retroactive to 1 Jan 
1966. Since the prices used in the CMEA trade area 
been higher than those prevailing on the world m 
(both for exports and imports), the reform is expecte 
to reduce the average price level, with raw material pric 
decreasing more than those of finished products.1°* Wi 
the existing commodity composition and regional patter 
of intra-CMEA trade, in general, the reform is likely 1 
improve the terms of trade of the eastern Europea 
countries relative to those of the Soviet Union. | 
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Trade of individual countries 


# 
As already indicated, Bulgarian foreign trade continue 
to grow at a rapid rate in 1965. Exports rose by 19.7 pe 
cent, slightly exceeding the plan target, and imports b 
rather more than 20 per cent, compared with a plannes 
rise of 16 per cent. The trade deficit was $115 million 
compared with $89 million in 1964 and a planne 
$46 million. That the rise in imports was greater thai 
planned was largely due, it seems, to the more rapid rat 
at which credit facilities were made available by th 
Soviet Union in order that certain important investmen 
projects be speedily completed. In addition, it seems tha 
use has been made of medium-term credits obtainec 
from some western European countries. 


The unusually rapid expansion of Bulgarian export 
was the result of the combined effect of several factors 
First, exports continued to enjoy a high priority in th 
allocation of domestic output (reflecting, in turn, the higt 
import dependence of domestic economic activity), anc 
the market for Bulgarian goods in eastern Europear 
countries was supplemented by a growing 4етапе 
(particularly for food products and metals) in westerr 
Europe. Secondly, the rapidly expanding metal-using 
industry (and, above all, engineering, specializing in the 
production of some hundred types of machines) raised it 
exports by about 21 per cent to the point where it ас: 
counted for roughly one-quarter of total exports. Thirdly. 
despite the fact that there was little change in the level of 
agricultural output, the value of food exports continued te 
rise, partly at the expense of the growth of domestic 
consumption and partly due to a higher share of the more 
highly processed products. Fourthly, a significant con- 
tribution to the export expansion has been made by the 
expanding chemicals industry. The accelerated rate of 
industrial expansion and lively investment activity were 
responsible for raising imports beyond the planned level 

In Czechoslovakia the resumption of industrial growth 
since 1964 has been associated with a rapid rise in imports, 
even though the 10 per cent increase recorded in 1965 was 
somewhat smaller than that of the previous year. The 


157 п the preceding year, the 1957-1958 world market price: 
were used. 


158 See Figyeld, 15 December 1965. 


| is, the export surplus of Czechoslova- 
1 ne $300 million in 1963 40 $147 million 
64, and to $77 million in 1965. 
_ While increases in all the major import categories 
were reported in 1965, it seems that imports of raw 
ials grew most, largely because of the sharp rise in 
industrial output. As in earlier years the strong associa- 
\ tion between these two developments reflects, on the 
one hand, the discrepancy which exists between the size 
of manufacturing capacity and raw material resources, 
and, on the other, the large inputs of materials required 
рег unit of industrial output. In addition, the large-scale 
“modernization of industry now under way necessitated 
substantial machinery imports and the unexpected fall in 
_ agricultural output led to additional imports of food, 
| especially of grain and potatoes. The most important 
contributions to the growth of exports were rapid in- 
creases in the output of machinery, chemicals and some 
durable consumer goods — for example, motor-cars, 
_ mopeds, transistors, radio and television sets. The few 
_ available data suggest that a rather significant share of 
_ the expanded machinery exports was directed towards 
Z the markets of the developing countries, whereas the bulk 
of imported raw materials continued to be supplied by 
the Soviet Union. 


The 5 per cent increase recorded in the foreign trade 
turnover of eastern Germany represented only half of the 
1965 target. A special effort to foster machinery exports 
met with success (they rose by about 9 per cent) but, with 
the possible exception of chemicals, the export results for 
other goods appear to have been below expectation. On 
the import side, raw materials and machinery expanded 

- most rapidly, reflecting a fairly fast industrial growth and 
the further intensification of investment activity. Accord- 
ing to official sources, trade with the CMEA countries 
developed in conformity with the plan and trade with the 
developing countries rose by about 20 per cent. Exports 
to western Europe, excluding western Germany and 
Berlin, increased by nearly 12 per cent, whilst trade with 
western Germany, which accounts for roughly 7 per cent 
of the country’s total trade, remained at the previous 
year’s level. Despite this encouraging rise in trade with 
western Europe and the developing countries, it would 
appear that the failure of eastern Germany to attain the 
overall trade target must have been due to the fact that 
exports to the market economies were still insufficient 
and/or because the planned imports from this source 
could not be financed. 


In Hungary the primary objective of the 1965 com- 
mercial policies was to improve a trade balance which 
had progressively deteriorated over the four preceding 
years. The plan sought to maintain the high rate of 
export expansion achieved in the preceding period, whilst 
providing for a drastic reduction in the rate of growth of 
imports. In fact, results were better than expectations, 
with the level of imports remaining virtually unchanged 
at its 1964 level, and the trade deficit, which in 1963 and 
1964 had amounted to $100 million and $143 million 
respectively, fell to a mere $10 million. 


; more — Im 
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down the pace of industrial expansion, reducing stock 
imported fuels and materials, utilizing domestic resou | 
more efficiently and paying greater attention to the need 
to economize on factor inputs. Imports of food (including _ 
raw material for the food-processing industry) increased 
by about 14 per cent; those of raw materials and semi- 
finished products hardly moved from their 1964 levels, | 
while a slight decline occurred in imports of machinery. 
On the export side, trade in manufactured consumer goods 
expanded most, followed by food (including raw material 
for food-processing industries), machinery, raw materials 
and semi-finished products. Data relating to the first nine 
months of the year indicate that Hungarian exports to the 
developing countries rose by about 29 per cent, while 
exports to the socialist countries and the developed 
market economies expanded by 11 per cent and 9 per 
cent respectively. 


On the grounds that the balance of trade has sufficiently 
improved, the Hungarian plan for 1966 allows imports 
to rise faster than exports — 8 per cent compared with 
6 per cent. It is hoped that demand outside the CMEA 
area will continue to expand. Exports to these markets are 
planned to rise by some 10 per cent compared with a rise 
of only 4 per cent stipulated for exports to socialist 
countries. 


Poland’s 1965 foreign trade plan sought to raise the 
rate of growth of imports and reduced that of exports, in 
order to achieve a balanced merchandise account. The 
expected surplus of $140 million on the services account 
was intended to finance debt repayments and other 
obligations. However, the rise in domestic demand 
meant that the increase in imports substantially exceeded 
the target, rising by 12.9 per cent compared with the 
planned 8.6 per cent, whilst exports rose at something 
less than the stipulated rate. 


Foodstuffs apart, imports of all the major categories 
rose, but the increases were especially marked in the case 
of consumers’ manufactures (40 per cent), machinery 
(about 21 per cent) and fuels and raw materials (9 per 
cent). Imports of food products were virtually un- 
changed, mainly as a result of good results in the agri- 
cultural sector. On the export side, trade in machinery rose 
more than any other category, though the rate at which 
it expanded, 9.5 per cent, was less than the target. 


Trade flows between Poland and the various regions 
developed in a rather varied fashion. Having substantial 
accumulated trade balances with the CMEA countries, 
imports from this area were permitted to rise at a faster 
than average rate, and more rapidly than in 1964.1°9 
Polish exports to developed market economies rose at 
a faster rate than imports so that, despite the change from 
a small overall export surplus to a deficit of $112 million, 
the balance of trade with the developed market economies 
improved. 


159 Normally, Poland runs a surplus with the CMEA area on its 
service account which is used to finance the import surplus on 
merchandise account and/or for meeting debt obligations. In 1964, 
however, a surplus with CMEA partners was also achieved on the 
merchandise account. In order to correct this disturbance to the 
traditional flow of payments, the 1965 Polish Plan provided for a 
substantial rise in imports from its CMEA trading partners. 


о авс оля есь 2130 18.4 6.3 
Machinery and equipment. ... . 762 19.7 9.5 
Fuels and raw materials. ..... 732 10.8 5.0 
1 SUS TaYa Le Se ey ао Е 357 37.9 3.2 
Consumers’ manufactures. .... 279 13.7 5.8 


TABLE 29 р dailies 259 
The commodity structure of Polish trade, 1964 to 1967 Рав 
- отт = = = ы i ae к Imports 2 Sod о nit . 
Lee eS 
Million Percentage change i Percentage change > Ву * 
ollars +1966 196 
р и Па с... 1965 1964 1965. 4 


Plan Plan 


5.4 9.6 2296 4.7 р оби [| sh) 
15.8 16.2 770 —6.0 20.9 11.5 3.1 
0.2 43 1085 14.5 92 2:9 8.4 
—18.2 1.1 286 60 —0.2 —2.2 11.0 
20.8 11.0 155 —10.0 40.4 а: 


Sources ; National statistics, plans and plan-fulfilment reports, 


The new Polish plan for the next two years provides for 
the 1964 growth rate of exports to be maintained in 1966 
and accelerated in 1967. Exports of manufactured goods 
are planned to grow most rapidly, other categories con- 
tributing relatively little, and exports of food products 
are expected to decline. Imports are planned to grow by 
foughly 5 per cent each year, with a rate above the 
average for machinery imports ш 1966 and for imports 
of fuel, raw materials and food products in 1967. With 
these rates of growth, the trade deficit is planned to 
remain unchanged in 1966, and to decrease in the follow- 
ing year to $85 million. The deficit on current account is 
expected to be $40 million in the first year, and to give 
way to a $50 million surplus in the following year. In 
view of the position of the balance of trade with developed 
market economies, particular attention will be paid to the 
need for promoting exports to those countries. 

Exports from Rumania rose at about the rate achieved 
in 1964, but without the plan target being reached. 
Imports rose considerably less than in 1964 — roughly in 
line with the plan—and the trade deficit remained 
almost unchanged. The little information that is available 
suggests that the commodity composition of Rumanian 
exports continued to reflect structural changes in domestic 
output, in particular sharp rises in the production of 
machinery, chemicals and timber. 

Little is also known about 1965 trade development 
of the Soviet Union. Total foreign trade increased by 5 
per cent, that is at a slower rate than in either 1964 or 
1963. It is not easy to provide an explanation for this 
deceleration, particularly since in the Soviet Union 
changes in domestic output and demand in this country 


are much less closely linked with external developments 
than elsewhere in the area. The foreign trade statistics of 
partner countries indicate that Soviet exports to the CMEA 
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countries of raw materials and fuel expanded quite signifi- | 
cantly, and that this apparently was accompanied by _ 
sizable increases in Soviet imports of machinery and — 


manufactured consumers’ goods from the area. According 
to western sources, the Soviet Union continued to sell gold 
and silver to western countries in order to finance imports 


of food and machinery and in September, October and ~ 


November, these sales were as much as $220 million. 


According to incomplete information, the Albanian 
foreign trade policy aimed in 1965 at a rapid growth of 
exports — in particular of mineral fuels and ores (iron, 
chromium, bitumen and crude petroleum), cigarettes and 
tobacco, fruit and beverages — while a development of 
domestic substitutes was intended to reduce imports. 
By these means it was envisaged that the trade deficit, 
which in 1964 amounted to $38 million (more than 50 
per cent of the total value of exports), should improve. 
However, it seems that the export target was not fulfilled, 
because output from the most important export sectors 


lagged behind the planned rates. In the last nine months of - 


1965 exports increased by only 5.3 per cent compared 


with an increment of 24 per cent in the corresponding - 


period of 1964. A new loan of unspecified size granted by 
mainland China in support of the Fourth Five-Year 
Plan (1966-1970), and a long-term trade agreement 
concluded with Poland which provides for a 25 per cent 
increase in mutual trade during the 1966-1970 period 
compared with the preceding five-year period, will help 
the future growth of Albanian trade. 


7. INSTITUTIONAL DEVELOPMENTS 


Actual or contemplated changes in the systems of 
economic planning and management continued to 
preoccupy governments in 1965. This move towards 
economic reform, which had originated in Poland and 
Hungary in 1956 and 1957, has since spread to all coun- 
tries of the region with the exception of Rumania and 
Albania, and, more recently was adopted in a particularly 


far-reaching fashion in highly industrialized and foreign 
trade dependent Czechoslovakia and eastern Germany. 
The general nature of the changes tends to be similar, 
irrespective of levels of development and economic size, 
but the detailed measures adopted in particular fields vary 
considerably from one country to another. The first part 
of this section lists the major developments of 1965 and 


scusses the general features of the reform, while the 
ond part reviews the changes carried out or contem- 
ited in individual instances. 


Feneral features 


Я Following the prolonged discussion and series of 
experiments reported in last year’s Survey, the adoption 
of an outline for a reform of the planning and manage- 
“Ment system was announced in the Soviet Union. This 
outline was submitted by Mr. Kosygin, as part of a 
general report, to the plenary session of the Central Com- 
“mittee held at the end of September. In Bulgaria, where 
some experiments had been conducted with almost по 
publicity, the basic principles of a new economic system 
_were prepared by the Political Bureau of the Party and 
_ published on 4 December. 


In countries where the broad principles for economic 
reforms had been previously adopted or where, as in 
Poland and Hungary, the original system had been 
experiencing gradual modification for some time, new 
moves were also witnessed. The broad outlines of the 
Czechoslovak reform adopted in January 1965 were for- 
mulated in greater detail, and the proposed changes which 
could be implemented at an early stage were introduced. 

In Poland, a five-year programme for improving the 
system of planning and management was adopted and 
published by the Central Committee of the Party, indicat- 
ing that it is the government’s intention to deal with the 
relevant problems in a more systematic way. А brief 
review of the present Hungarian system and a rather 
general outline of the changes envisaged was submitted 
to a session of the Central Committee by Mr. Nyers 
(Secretary of the Central Committee) in November. Pro- 
gress was also reported in the implementation of the new 
economic system in eastern Germany. 


With the announcement of the economic reforms under- 
taken by the Soviet Union and Bulgaria, and with-more 
information available about the measures taken or to be 
taken in other eastern European countries, the common 
logic and features of these various attempts to improve 
methods of planning and management systems are 
emerging with greater clarity. Each of these governments 
seems to be genuinely concerned to formulate and adhere 
to those principles which are born out of its own experi- 
ence and adapted to the prevailing internal conditions. 
Nevertheless, their common basic objectives combined 
with more or less the same points of departure — in the 
form of the old systems — lend considerable similarity to 
the basic issues and the main lines of action. Broadly 
speaking, all the governments aim at establishing a 
more appropriate balance between centralized and 
decentralized decisions in order to give greater scope to 
the initiative and responsibility of enterprises whilst pre- 
serving those central controls — that increasingly take the 


160 See Economic Survey of Europe in 1964, Chapter I, section 7, 
for developments in the preceding year, and “ Economic Planning in 
Europe ” (Economic Survey of Europe in 1962, Part 2), especially 
Chapter VI, for an analysis of the evolution of the systems of 
planning and management and the early moves towards economic 
reform. 


form of indirect policy measures — that are deemed 
necessary for the guidance of the economy. By implica- 
tion, the scope of central planning is to be reduced, but 
improved planning techniques, a better co-ordination of 
planning at all levels (frequently requiring greater use of 
econometric methods), the concentration of industrial 
units and a more efficient administrative framework 
should all help to raise the effectiveness of central 
planning. 


In order to attain these objectives, a list of measures or 
proposed modes of action to be undertaken at various 
levels of the economy has been formulated in each coun- 
try. Some of these are rather specific and apply only to 
certain countries, but the principal measures, constituting 
the general framework of the reforms, are virtually the 
same in all countries. An attempt to generalize about the 
type of action which has been undertaken leads to the 
following list: 


(i) Broad directives seeking to improve central 
planning techniques, requiring, in particular, greater 
reliance on the medium- and long-term plans which are 
regarded as devices for achieving greater stability in the 
conditions under which enterprises operate ; 


(ii) Changes and reductions in the centrally planned 
targets, that are mandatory for the enterprise, together 
with greater emphasis on gross income (i.e. net value 
added), profit and rate of profitability, as criteria for 
judging the enterprise’s success; 


(iii) The expansion of decentralized investment funds 
available to enterprises and the larger economic units, 
and a greater use of bank credits; 


(iv) The introduction of a capital charge on the fixed 
assets of enterprises, which will play an increasingly 
important role in transferring a proportion of profits to 
the budget; 


(v) A strengthening of economic incentives (amount- 
ting in some cases to changes in the wage system) by 
establishing closer ties between the remuneration of 
employees and the enterprise’s performance; 


(vi) The promotion of direct contracts between 
economic units which, in contrast with the old system, 
are no longer conceived simply as instruments for the 
implementation of national plans, but rather as a means 
of guiding the plan itself; 

(vii) Price reforms, which include changes in the 
determination of prices and in the price structure; 


(viii) The concentration of industrial enterprises into 
larger units (sometimes accounting for a whole branch 
of industry), with administrative responsibilities but 
being called upon to operate to a greater extent as 
economically accountable organizations ; 


(ix) The streamlining of the administrative apparatus 
responsible for the management of industry, and/or 
various administrative changes having more specific 
objectives. 


In addition to these common types of action, there is 
also a great degree of uniformity in the general approach 
to economic reform and its implementation. As reported 


in the Survey for 1964, discussions and experiments of 
varying depth and scope preceded the formulation and 
adoption of the principles of the reforms almost every- 
where; and in all the countries in question, the process of 
elaborating and implementing the principles adopted is 
to proceed by stages that are phased over a period of years, 
partly reflecting the time that is required to carry out the 
necessary price reforms, 


р Within this common framework, the actual solutions 
adopted in individual countries differ significantly. The 
choice and number of the centrally-fixed targets are 
nowhere the same. There will be significant differences in 
the relative shares of the decentralized investment funds, 
and probably also, at least at the outset, in the actual free- 
dom with which enterprises can dispose of these funds. 
The principles on which. the concentration of industrial 
establishments is based are far from uniform in all the 
countries; nor will the role assigned to the new composite 
economic units be the same. Approaches to wage and 
price policies differ between countries, but there are cer- 
tain important common features. These two fields are 
particularly relevant to the main objectives of the reforms 
and, at the same time, give rise to a number of complicated 
problems of a more general nature. 


Differences between countries are more apparent in the 
case of wage policies than in that of price policies, since 
there seems to be a certain hesitancy on the part of the 
authorities in most countries to tackle the price problem 
in a more definitive way.1* The latter may reflect not only 
reluctance to depart radically from systems employed in 
the past but also fears that, in certain circumstances, 
enterprises (and the associations) may tend to take 
advantage of monopolistic and oligopolistic conditions, 
should prices be left to any significant degree to the 
free play of market forces. However, it is interesting 
to note that those countries which are prepared to 
abandon the central control of wages also intend to 
grant enterprises a certain degree of freedom in the 
determination of prices. 


In all the countries reviewed in the present section, 
workers and employees will continue to be paid within 
the main accounting period according to the basic wage 
and salary scales established centrally. However, the 
total amount paid (i.e. the basic wage-fund) may or 
may not be subject to direct central control. Where such 
control is retained, profit (or the rate of profitability) 
tends to be considered as a most important criterion of 
enterprise performance. This criterion is replaced by 
“ gross income ” (profits plus basic wages) in countries 
where direct central control has been abandoned, though 
profits may also be used as an indicator. In both cases, 
basic wages will be supplemented by payments of premia 
and bonuses at the end of the relevant accounting period 
in accordance with the economic results achieved by 
the enterprises. The absence of any central control of the 
basic wage-fund tends to increase the freedom of enter- 
prises in respect of decisions about both current production 
and investment. However, the authorities are also con- 


ИБ summary of wage and price policies does not refer to a 
number of important details which are examined below in the 
individual country sections, 


cerned with maintaining a balance between consumer 
income and supplies. Such considerations were responsibl 
for the Soviet authorities’ decision to retain the bas 

wage-fund as a mandatory indicator and to establish 
conditions for the payment of bonuses and premia out 
of realized profit. On the other hand, in Czechoslovakia 
where such control has been surrendered, the growth of 
wage payments will be kept in check by fiscal measures. 


The nature of the price reforms reflects both the greater 
emphasis being placed on gross income and/or profit 
criteria and the disparities which exist between the relative 
price and cost structures. All countries seem to adhere to 
the principle that prices should correspond to “ the cost 
of socially necessary labour ” but there are no generally 
accepted views about how prices should be constructed. | 
Other questions that are the subject of discussion and 
which? give rise to different solutions are the degree of 
stability which is appropriate for individual prices and the 
respective merits of centralized and decentralized price 
fixing. All governments seem to favour stable and cen-— 
trally determined prices for the most important commodi- 
ties such as basic raw materials and foodstuffs, but some 
countries intend to introduce a system by which certain - 
prices may be fixed by enterprises within certain limits 
established by the authorities whilst others are left entirely 
free. Other countries favour central price fixing, subject 
only to minor exceptions (e.g. in the case of outdated 
products), but this does not necessarily exclude a certain 
flexibility for adjusting prices to market conditions. In 
any case, the establishment of direct links between enter- 
prises. and, in particular, between producing and trading 
enterprises should promote a more efficient adjustment of 
supply to demand. 


The extent to which profits or gross income can be 
meaningfully employed as important indicators of enter- 
prise performance and as a base for rewards depends not 
only on the price system in operation but also on the 
circumstances of individual enterprises. Assuming similar 
prices for similar products, it cannot be expected that an 
enterprise, operating with obsolete capital 162 and enjoying 
only limited “external economies”, can perform as well 
in terms of profit or gross income as a modern enterprise 
engaged in the same type of production and working 
under favourable external conditions. In some countries, 
attempts are being made tojsolve these problems, by 
establishing a system under which producers receive 
different prices as determined by the associations con- 
cerned. Of course, the associations may also take action to 
eliminate the need for such price’ differentials by the 
appropriate use of their investment funds and other 
measures, 


An inter-country comparison based on the official 
documents at present available gives the impression that 
the economic reform in Czechoslovakia represents more 
radical departures from the old system than is the case 
in other countries of the area, especially the Soviet Union 
where the scope for decentralized decisions may well 
continue to lie within fairly narrow limits. However, a 


welt is very unlikely that the capital charge could entirely offset 
the “ objective differences in conditions of production ” that exist 
between enterprises. 


such an early stage could quite 
leading. Despite all the care with which the 

с reforms have been formulated and the experi- 
e acquired in the course of various experimental 
nes, such large-scale departures from a_long- 
tablished system are bound to give rise to unexpected 
oblems and difficulties. It would be unrealistic to 
ect that the changes will proceed smoothly according 
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ain decisions will eventually need to be reconsidered 
1 the light of later experience, even if the general direction 
of the changes remains undisturbed. The attitudes adopted 
by the domestic bureaucracy may also have an impact on 
the implementation of the reforms, particularly so, since 
some individuals or groups are not unlikely to have 
‘vested interests in the old system. The behaviour and the 
general attitude of the managerial staff will need to 
adapt itself to the new conditions. Some of the managers 
reared under the old system may find themselves unable 
or even unwilling to assume the responsibilities which 
the new system will require, and they will have to be 
replaced by newly trained cadres. But at the same time 
it is questionable whether, at least in some countries, 
the rules of the new system will provide sufficient latitude 
for all the decisions which managements may deem 
necessary in order to allow the enterprise to meet its 
greater obligations successfully. The balance envisaged 
between centralized and decentralized decisions may 
sometimes prove inappropriate, and further shifts may 
be required in order to allow the management to assume 
full responsibility for conducting the necessary business 
activities. 

In these circumstances, it will not be surprising if, in 
the course of implementing the reforms, a country where 
the process had started earlier and/or with greater intensity 
happened to be overtaken by other countries which in 
the beginning had tended to lag. In this context, it should 
be noted that the extent of the changes contemplated 
by the various countries is not necessarily the same in 
each of the fields covered by the reforms. A country 
where the general attitude towards change may appear 
to be relatively conservative can nevertheless produce 
more radical solutions in certain specific fields. The 
changes provided for in the outline of the Bulgarian 
reform, for instance, may on the whole appear rather 
modest, but the abolition of direct control of the wage- 
fund may well have important implications. The outline 
of the Soviet reform also contains provisions which, if 
consistently applied, may set in motion dynamic forces 
that lead to additional changes. In particular, the develop- 
ment of horizontal ties between economic units — 
strongly emphasized in Mr. Kosygin’s report — has 
potential implications for a simplification of the system 
of planning and management envisaged for the future. 
A wider network of relations between enterprises estab- 
lished on the basis of contracts will probably gradually 
render some of the central controls maintained by the 
present reform superfluous while, on the other hand, a 
smooth functioning of a system of horizontal ties, based 
on the principles of profitability and accountability, may 
itself require that a new line be drawn between centralized 
and decentralized decisions. 


predetermined schedules, and it is almost certain that. 
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According to the report 183 presented by Mr. Kosygin 
and approved by the Central Committee, the economic 
reform aims at improving the scientific efficiency of state = 
planning procedures, increasing the independence and = 
initiative of the enterprise, and strengthening economic 
incentives by means of changes in prices, bonuses, 
premia, credits, etc. These objectives, which were em- 
phasized in the report, were formulated with a view to 
remedying certain shortcomings of the planning pro- 
cedure which had become apparent in the past. These 
shortcomings had led to the disturbance of the prescribed 
structural balance between the various branches of the 
economy and, in particular, to a lagging of output in the 
agriculture and consumers’ goods industries, which 
inevitably had adversely affected the growth of the 
population’s real income and material incentives. Output 
per rouble of fixed assets had also tended to decline, 
largely owing to delays in new investments reaching full 
capacity production. In present conditions, characterized 
by rapid technological development, slow rates of con- 
struction can often make new equipment obsolete even 
before it is used. In order to avoid such problems, the 
planners have been requested to improve the scientific 
efficiency of planning procedures by paying particular 
attention to the following points: 


(i) The rates of growth of production and of national 
income together with the basic proportions provided 
for in the national economic plans should ensure the 
best and most effective use of available resources; 

(ii) Planning should provide for the latest achieve- 
ments of science and technology to be rapidly assimi- 
lated into industrial processes ; 

(iii) The plans should pay due attention to the 
prospects for scientific and technical progress; 

(iv) The role of the long-range plans should be 
emphasized more; 

(v) A system of scientifically substantiated planning 
normatives should be formulated. 


ee: 
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The improvements in planning methods are to§be 
accompanied by measures which seek to enlarge the rights 
of the enterprise, develop the initiative of, and incentives 
for, management and working collective, and to reinforce 
the principle of accountability both within and between 
individual economic units. Proposals concerning changes 
in the status of the enterprise, in fact, constitute the hard 
core of the reform. However, in order to present a true 
picture of the new system, certain proposed changes in 
the administrative machinery concerned with industrial 
planning and management must receive due attention. 
As indicated in the introduction to this section, such 
changes are also envisaged in other countries, but in the 
case of the Soviet Union the relevant measures seek to 
reaffirm the branch principle for guiding industry, as 
well as to strengthen the discipline of vertical planning in 
a situation in which more independent decisions at the 
enterprise level and direct ties among economically 
accountable units are expected to become more important 
features. 


163 Prayda, 28 September 1965. 
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The first group of measures directly affecting the 
position of the enterprise consists mainly of changes in 
the system of the centrally planned indicators that 
regulate the enterprise’s activity. In place of the large 
number of previous indicators which had varied between 
enterprises, henceforth the management of the enterprise 
will be required to observe only eight mandatory targets, 
the others being left to its own decisions. The eight 
centrally determined indicators are: 


(i) The volume of sales of output; 

(ii) Production assignments (in physical terms) for 
the most important products; 

(iii) The wage-fund; 

(iv) Profits and the rate of profitability; 

(v) Payments into, and appropriations from, the 
budget; : | 

(vi) The volume of centralized investment and the 
operation of productive capacity and. fixed assets; 

(vii) The basic assignments for the application of 
new techniques; 

(viii) Indicators relating to material and technical 
supplies. 

A significant step towards the enjoyment by the 
enterprise of greater autonomy has been made by re- 
placing a number of centrally fixed targets pertaining to 
labour by a single one. Under the old system, the enter- 
prise was required to observe four mandatory targets, 
relating to the wage-fund, the average wage, the number 
of employees and labour productivity; in the future, 
only the size of the wage-fund will be determined outside 
the enterprise. Mr. Kosygin stated that the possibility of 
abandoning even the centrally planned wage-fund has 
been seriously contemplated, but it was decided that 
with present conditions, which still require that money 
incomes of the population be carefully balanced against 
the quantity of consumers’ goods available, such a step 
would be premature. The question will be re-examined in 
the future and, when conditions are suitable, the centrally 
planned wage-fund will be abandoned first in the con- 
sumers’ goods industries. 


The report presented by Mr. Kosygin is also quite 
explicit in the case of production assignments. In future, 
this indicator will be restricted to the “ most important 
nomenclature” of goods and the number of goods 
covered will be gradually reduced until, finally, production 
targets will be expressed in terms of groups of products, 
not individual goods. 


The volume of sales of output is a new indicator which 
has replaced global output—the main performance 
indicator under the old system. Prior to the reform, with 
emphasis placed on production rather than on sales, the 
plan could be fulfilled almost irrespective of the quality 
of output and the pattern of demand. In future, enter- 
prises will have to pay more attention to their customers’ 
requirements. This development will be reinforced by 
the forging of direct ties between productive and trading 
enterprises.14 

164 However, the effects of the new indicator on the quality of 
output may vary greatly according to the market situation. Where 
there is a buoyant sellers’ market, quality improvements, at least 
in the case of certain specific products, may not be very significant. 


The shift in emphasis from production to sales 
that, in general, enterprises will have greater independe 
than hitherto in deciding the volume, assortment 
quality of their output. However, the freedom of ‘th 
management in this respect will continue to be limit 
by central control of the wage-fund, by central allocatior 
of certain types of equipment and material and, to som 
extent at least, by central supervision of the distribution 
of other supplies which, as will be shown later, is to be 
the responsibility of a new institution. On the other hand. 
a greater reliance on direct ties between enterprises, take: 
in conjunction with rising production, is likely to offer 
scope for a gradual reduction in the extent of central 
planning and central control of supplies, particularly in 
the case of consumers’ goods industries. The need to 
evolve a network of relationships between economic 
units, based on the material responsibility for the fulfil- 
ment of contractual commitments, was stressed more 
than once in the report, and reiterated by Professor 
Liberman in a more recent article, where he defined the 
direct ties between enterprises as “the horizontal com- 
plement of vertical, central planning”. Account 
should also be taken of the experimental scheme of 1964 
and 1965 which appears to have produced highly satis- 
factory results. As reported in the Survey for 1964,166 
this scheme is based on contracts drawn up between 
producers and trading organizations, which enables the 
latter to order goods of a specified quality and variety 
whilst giving the directors of the producing enterprises 
some latitude in formulating their plans for dealing with 
the volume of output and the use of production factors. 
It has not yet been announced in the central press whether 
or not further elaboration of this scheme is being con- 
templated, but it may be assumed that the experience 
gained to date will influence the pattern and nature of 
future relationships between enterprises. 


The second set of measures affecting the enterprise is 
concerned mainly with changes in the investment system. 
The need to strengthen the principles of the accountability 
and responsibility of management and to reinforce their 
interest in making better use of the enterprise’s productive 
assets requires that the enterprise should rely more on its 
own decisions and means in this particular field. The 
reform provides for the creation within each enterprise of 
a development fund to be used by the management for 
investment purposes. The fund will be financed by 
allocations from the profits made by the enterprise and it 
will also absorb the funds set aside for the replacement of 
fixed assets, which previously could only be used with 
the approval of the central authorities.1° Secondly, the 
system of centralized investment based on grants from 
the state budget is to be gradually converted into a 
system of long-term credits, and the grants for additional 


165 Prayda, 21 November 1965. 
186 Chapter I, рр. 55-56. 


auf The size of the resources for net investment at the disposal of 
enterprises under the new system should not, however, be over- 
estimated. According to Mr. Kosygin, outlays from the enterprises’ 
funds in 1964 for the introduction of new technology and develop- 
ment amounted to 120 million roubles which, together with bank 
credits, gave a total of 720 million roubles. Under the new system, 
development funds are expected to amount to some 4 billion in 
1967 but out of this 2.7 billion represent depreciation charges. 


yorking capital will also be replaced by сгеаиз.16в8 
A capital charge on both the fixed and working capital 
of the enterprise is to be introduced. The norms for this 
charge, which will probably be differentiated by industrial 
ranches (though not stated explicitly in the report), are 
to be established for periods of several years in such a 
way that the “ normally ” operating enterprise, after the 
ayment of the charge, will possess sufficient resources 
or building up its various funds and meeting planned 
xpenditure. In the long run, the new capital charge is to 
ecome important as a means of channelling the enter- 
Prise’s contribution to the budget, whilst other payments 
(for example, the turnover tax) will be gradually reduced. 


я The third group of measures aims at strengthening 
‘those material incentives which heighten the interest of 
the workers in the enterprise’s results and forge a closer 
link between the size of their earnings and profits. Part of 
the profit of the enterprise will be used to create a material 
incentive fund, divorced entirely from the wage-fund. 
The amounts to be paid for high work performance,’ in 
the form of bonuses in the course of, and/or rewards at 
the end of, the year, will be determined by the enterprise, 
whereas increases in basic wage and salary rates will 
continue to be regulated centrally. In order to discourage 
the long-standing device, by which enterprises deliberately 
sought to obtain relatively modest targets, the incentives 
paid for overshooting the profit target will be lower than 
those for fulfilling the plan. Allocations to the incentive 
fund are to be based on norms which will be stable for 
several years and differentiated by branches. Their size 
should be proportionate to the volume of sales or to the 
profit and profitability levels stipulated in the plans. A 
fund for social and cultural purposes (housing, rest homes 
and sanatoria, etc.) is also to be established in each 
enterprise. 


The importance of improving the price system was also 
emphasized in Mr. Kosygin’s statement, though it seems 
fairly clear that this particularly thorny problem will 
continue to be handled with the utmost caution. While 
some of the participants in the discussions which preceded 
the reform (in particular, the late Academician Nem- 
chinov) advocated a more flexible system of price fixing, 
roughly similar to the Czechoslovak reform, it seems 
unlikely that any departures from the traditional system of 
centrally fixed prices are being contemplated at this stage. 
A State Committee for Prices has been set up, and its 
basic proposals are to be drafted by the beginning of 
1966, whilst the introduction of new prices is to be spread 
over the next two years. Mr. Kosygin’s few general 
observations on prices do tend to suggest, however, that, 
contrary to previous practice, prices will assume a more 
active role in reinforcing the accountability and develop- 
ing the initiative of enterprises. Prices, it is stated in the 
report, must reflect expenditure on the socially necessary 
labour, and must cover the cost of production and dis- 


168 The new system of long-term credits will first be applied to 
investment in enterprises already in operation. In the case of entirely 
new projects this system will be introduced if the repayment period 
is expected to be relatively short. 

169 11 order to “stabilize cadres”, the length of uninterrupted 
service with the enterprise will also be taken into account when 
determining the size of bonuses and rewards. 


tribution so as to ensure adequate profits for normally 


operating enterprises. Moreover, they should be such 


that they stimulate enterprises to improve the quality of 
their output and to develop new products. This seems to 
suggest that, when fixing the prices of new or improved 
products, development expenditure as well as the addi- 
tional benefits derived by the consumers will be taken 
into account, though the appearance of new high-quality 
goods may, in fact, also create conditions which are 
conducive to a decrease in the prices of “ old” products. 
New administrative measures will also include the state 
certification of the quality of products. 


In the case of the reorganization of the state machinery 
for regulating industrial planning and management, the 
report reaffirms that the branch principle provides the 
most suitable method for achieving unity of guidance in 
production, technological changes and economic and 
scientific research. The economic councils established in 
1957 had the effect of dispersing the branches between 
the numerous regional units. They are, therefore, to be 
abolished, and a number of industrial ministries, vested 
with all the powers necessary for guiding industrial 
branches and responsible for their development, are to be 
created.1”° These ministries, to be manned by a small 
number of highly competent people (in order to avoid an 
undue increase in the size of the administration), will 
undertake the necessary planning to guide production and 
take decisions about technical policy, material and 
technical supplies, financing, labour and wages. Within 
each branch, economic associations will guide their own 
enterprises directly. The activities of economic associa- 
tions are to be increasingly based on accountability, 
though it is not intended that this shall interfere with their 
strict adherence to state planning discipline. The minis- 
tries will rely heavily on the economic associations which 
gradually are to assume some of the operational functions 
of the former. 


The above measures are supplemented by a few other 
changes affecting the organizational framework which 
also seek to strengthen its vertical structure. The State 
Planning Committee, formerly controlled by the USSR 
Supreme Council of the National Economy, will be placed 
under the direct jurisdiction of the USSR Council of 
Ministers. With the abolition of economic councils, the 
responsibility for regional planning will now be assumed 
by the State Planning Committees of the Union Repub- 
lics. The USSR State Planning Committee will also 
control the distribution of the centrally allocated supplies 
(to ministries and through these to enterprises), while the 
distribution of other supplies, to be increasingly carried 


170 The new ministries correspond to the following branches: 
(a) At the all-Union level: heavy, power and transport machine 
manufacture; construction machinery, road-building machinery 
and civil engineering machinery; tractor and farm machine manu- 
facture; motor-vehicle industry; electrical equipment industry; 
instrument making, automation and control systems; chemicals and 
petroleum machine manufacture; machine tool and tool industry; 
machine building for light industry; food industry and production 
of household appliances; (b) At the Union-republics level: ferrous 
metallurgy; non-ferrous metallurgy; coal industry; chemicals 
industry; petroleum-extracting industry; petroleum-refining and 
petrochemicals industry; lumber, pulp-and-paper and wood pro- 
cessing industry; building materials industry; light industry; food 
industry; meat and dairy industry. 
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out by enterprises themselves through the medium of a 
network of contracts, will be supervised and guided by a 
committee specially established for this purpose, under 
the direct control of the USSR Council of Ministers. 


Bulgaria 


The “basic principles” of the Bulgarian reform, 
published in December 1965,171 have their origins in a 
process which had started some years previously. In 1963 
preliminary experiments with a new system were con- 
ducted in several selected enterprises. By April 1964, 
fifty-two enterprises were operating very much in the 
manner defined by the new “ basic principles ”, and since 
April 1965 the number of enterprises covered by the 
experimental scheme has been constantly increasing. 
The experimental scheme is to be terminated by the end 
of the current year, so that 1967 could see the new system 
being implemented throughout the economy. 


One of the main objectives of the new system is to 
endow the enterprise with more independence, and 
thereby to instil the management and the workers’ 
collective with more interest in its performance. Thus, 
the “ basic principles ” provide for a sharp reduction in 
the number of the centrally fixed targets, emphasizing the 
need for a greater degree of initiative at the enterprise 
level and the importance of direct ties between economic 
units. Out of the maze of mandatory indicators which 
existed under the old system, only five now remain, though 
there is a proviso that a number of other targets, defined 
as “calculative” indicators, should be fixed by the 
enterprise itself. The five centrally-determined targets are: 


(i) Production assignments in physical terms for 
the most important products ;17? 


(ii) The upper limit for the amount of capital 
investment and operation of new production capacity; 


(iii) Limits concerning the use of certain important 
materials; 


(iv) The exports targets, expressed in foreign 
currency, and the amount of foreign currency to be 
placed at the disposal of the enterprise for the purchase 
of imports; 

(v) A list of the most important construction 
projects and the territorial distribution of productive 
resources, in the case of projects of a nation-wide and/or 
regional importance. 


Other targets such as global output, the proportion 
of total output destined for the market, the variety of 
products, total profits, reductions in the cost price and 
the changes in labour productivity are all to become the 
subject of “ calculative ” indicators.1’? Once these have 


171 Rabotnichesko delo, 4 December 1965. 


172 According to the temporary statutes of the enterprises working 
under the new system, the number of items for which production 
assignments will continue to be fixed centrally will be 124. 


Из The gross income of the enterprise seems to be considered a 
particularly important indicator of the enterprise’s activity, but it is 
supplemented by two additional criteria: distribution of gross 
income between the enterprise and society, and the ratio between 
the wage-fund and net income (profit). Notwithstanding the import- 
ance attached to gross income, profit is described as “the most 
synthetic indicator of the way in which the means of production and 


been determined by the enterprise in the light of certair 
control figures received from the central authorities, they 
are passed to higher-level organizations as informative 
material for the preparation of the national plan. = 

The new Bulgarian system is intended to improve the 
traditional pattern of material incentives tied to the 
fulfilment or over-fulfilment of the various specific norms 
and targets. Earnings are to be split into two parts: the 
first, to be paid during the main accounting period, is 
intended to reflect individual effort and qualifications, 
etc. (as provided for in the wage-scale system), and the 
results expected for the enterprise; the second, to be 
paid at the end of a given period, will depend entirely 
on the results finally obtained. In other words, it is. 
intended to evolve a system which will stimulate the 
workers’ active interest not only in particular aspects of 
the enterprise’s performance, but also in anything which 
can affect the enterprise’s income. It is also hoped that 
the “ production committees”, to be established under 
the new system and which will include workers’ repre- 
sentatives, will reinforce the expected incentive effects of 
the new wage system. 

The wage scales will continue to be determined cen- 
trally. Moreover, it is required that the growth of the 
total wage bill (including payments out of profits) should 
not exceed the growth of productivity. Subject to these 
qualifications, decisions concerning the wage bill are 
left to the enterprise, implying that direct central control 
of the wage-fund has been surrendered. In exchange, 
fiscal and price policies and instruments are to be used to 
influence the decisions taken by enterprises in respect of 
wages; and, in addition, long-term normatives (to be 
centrally determined and varied between industrial 
branches and groups of enterprises) will be established 
for the relative growth of productivity in wages. 


As in other countries of the area where economic 
reform is proceeding, decentralized investment is to 
become more important in Bulgaria. The growth fund, as 
well as others 174 at the disposal of the enterprise, will be 


the labour force are being used in each individual enterprise ”. The 
relative weights attached to these indicators, therefore, are not 
altogether clear. 

174 Enterprises will have at their disposal the following funds: 

(i) The “ growth and technical improvement ” fund (for capital 
repairs, the introduction of new techniques. etc.) which, in addi- 
tion to allocations from profits, will absorb between 40 and 70 per 
cent (and, in the case of co-operative enterprises, up to 100 per 
cent) of depreciation allowances; 

(ii) The “ social and cultural undertakings ” fund (for increas- 
ing “collective” material incentives in the form of housing, 
recreation facilities, etc.) financed by allocations from “income 
for consumption” and assets available for non-productive 
activities, etc. ; 

(iii) The reserve wage and salary fund (to be used in 
periods of depressed activity) financed by 0.3 to 0.5 per cent 


(according to the branch) of income available for individual 
distribution. 


In commercial and co-operative enterprises (with the exception of 
public catering) a fund for “ the regulation of retail prices ” will also 
be established. This fund will be used mainly to enable the enterprise 
to reduce the prices of old-fashioned goods and those which, for 
one reason or another, do not sell easily. Contributions to the 
fund will come from deductions from the enterprise’s income for 
distribution from allocations by the Ministry of Trade and from the 
sales of fruit and vegetables at prices which are above the “ cal- 
culative ” ones. 


г branches — will be introduced. | 
‘basic principles” do not deal systematically 
the problem of prices, but they nevertheless indicate 
‘in a number of cases enterprises will enjoy a certain 
ount of scope for independent decisions. While the 
rices of goods that are considered to be of decisive 
importance for domestic output and the consumption of 
the population will continue to be determined centrally, 


_ three new categories of prices will be introduced: first, 
there will be prices (for products outside the scope of 
_inter-enterprise contracts) determined by the enterprises 


within limits set by the state; secondly, prices to be 


_ agreed by enterprises when drawing up contracts — again 


within centrally fixed limits; and thirdly, prices of goods 


mainly of minor importance to be determined in the 


course of contractual negotiations between the producing 
units and the trading organizations. 


The reform also provides for the creation of economic 


associations, both of the vertical and horizontal types, 
_ which in some cases may also engage in trade activities. 
_ At the same time, and as already indicated, the develop- 
‘ment of direct contracts between economic units is 


expected to be very important. It is true that such con- 
tracts are by no means new, but under the old system they 
were conceived primarily as an instrument for the 
implementation of the plan. In the future, however, 
enterprises will be allowed to enter into contracts on the 
basis of control figures only (which are of an indicative 
character), and the conclusion of contracts is to become 
part of the process of the formulation of national plans. 


Czechoslovakia 


During the course of 1965, a programme was prepared 
for the implementation of the basic principles of the 
Czechoslovak reform that had been published in 
Таппагу."° The implementation is divided into three 
stages: the first, which was considered completed by the 
end of the year; the second, to be completed by the end 
of 1968; and the third, which is planned to start in 1969. 


The concentration of enterprises into branch units 
which took place about mid-1965 was a major step 
towards the introduction of the new system of industrial 
management. Vertical combinations (“concerns ”) were 
established in mining, metallurgy and, to some extent, in 
the metal working and chemicals industries, whereas 
mainly horizontal forms of amalgamation were introduced 
in other branches.17* In November, a few changes also 


175 See the Survey for 1964, Chapter I, pp. 49-52. 

176 A few figures help to assess the progress achieved in 1965. 
The original 236 “economic production units” were converted 
into 102 “branch units ”, with an average gross value of output 
of 2,100 billion kés, and an average number of employees of 30,000. 
Three of the biggest units (the Ostrava-Karvina Coal Mines, the 
Tron Foundries and the Czechoslovak Automobile Works) each 
have a labour force of over 100,000. 


1, In additi 
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Wages, intended to assume a wide range ponsibili 
in this domain, has been established. о 
While these changes in the organizational set-up 
proceeding, 


of the economic reform. After receiving Government 
approval, the results of this work were published in 
August. The “ practical measures ” contain a whole set 
of rather elaborate directives addressed to the planning 
and management bodies of all levels, but they do not 
pretend to include a detailed elaboration of the system. 
Further refinements and changes in some of the decisions 
already taken by the Government may be expected in 
the course of the implementation of the reform. 


According to the directives, future national plans will 
assume three different forms: long-term plans, medium- 
term plans and operative annual (or bi-annual) plans. 
The enterprises and the directorates of the newly es- 
tablished branch units (concerns and trusts) will also be 
requested to formulate their own long-term projections 
which the central planning authorities must take into 
account when preparing national plans. 


The centrally planned targets (to be given to the 
directorates of the branch units) will be reduced to the 
following: 

(i) Production assignments for the most important 
commodities (52 items in 1965 compared with 1,300 
in earlier years); 

(ii) The major centrally financed investment projects; 

(iii) Export targets for specific products (in addition 
to the global export figure); 

(iv) Research and development activity; 

(v) Defence needs. 


If any of the centrally fixed targets should prove 
instrumental in causing economic losses to the enterprise, 
the latter will be entitled to compensation from the central 
authorities. 

In addition to the above targets, the directives provide 
for a few centrally fixed upper limits, concerning: the 
volume of total investment carried out by branch directo- 
rates, research expenditure, consumption of certain im- 
ported materials or those which are in short supply, the 
number of employees (in some cases only), and, in 
exceptional cases, when wage disbursements cannot be 
effectively controlled through indirect policy measures, 
the wage-fund. 

Other targets are not mandatory. If the views of the 
enterprise on any of these should differ from the views 
of the central authorities, the enterprise is obliged to 
inform the latter so that appropriate action may be 
quickly taken. 

The capital charge on the value of total fixed assets 
net of depreciation (including also the net value of 
investment left unfinished at the end of the plan period) 
has been fixed at 6 per cent. Apart from the capital 


were 
a special commission formulated the 
“ practical measures ” necessary for the implementation 


charge, allocations, partly for the State budget, and partly 
for the directorate of the branch unit, from the gross 
income (that is, global value of output less material costs 
and depreciation) of the enterprise, will comprise two 
parts: a fixed sum computed on the basis of income in 
the preceding year and a percentage of the increase in 
income. At present, these allocations, with rates 
ranging from 42 to 70 per cent, will be varied between 
branches and enterprises, but it is thought that the 
implementation of the price reform will create conditions 
conducive to uniform treatment. = 


After these deductions from the gross income and 
certain other miscellaneous payments (credit instalments 
and contributions to social insurance) have been made, 
the residue will be divided among the following funds: 
the reserve fund, the risk fund (in retail trade establish- 
ments where activities are subject to seasonal fluctuations), 
the renewal fund (which will also appropriate part of 
depreciation charges), the social and cultural purposes 
fund, and the wage-fund.1”" 


The portion of the enterprise’s income accruing to the 
branch directorates will be used for paying the staff’s 
salaries and for building up certain funds intended for 
the whole branch, namely: the reserve fund (for assisting 
enterprises in periods of major difficulties), the invest- 
ment fund (which will also absorb:a part of depreciation 
allowances and can be further enlarged by bank credits), 
and the development fund for research activities (which 
can also count on contributions by the state). 


The new wage system is based on considerations 
similar to those in Bulgaria, but has a few distinctive 
features of its own. As previously indicated, with certain 
exceptions, decisions about the wage-fund will be left to 
the enterprise. The share of the wage-fund in gross 
income (after the payment of certain deductions and the 
fulfilment of other obligations) is a matter for discussion 
between management and trades union representatives in 
the enterprise, the outcome being written into a collective 
agreement. The fund itself, however, will be divided into 
two: the basic wage-fund, out of which the basic wages, 
based on centrally determined scales, and premia for 
individual achievements are paid; and the premium fund 
for rewarding the whole working collective in proportion 
to the overall results of the enterprise.178 It is estimated 
that in the first year of implementation of the new system 
the share of the premium fund will probably amount to 
some 30 per cent of the total in most enterprises, but it 
may increase further in the years to come. The enterprise 
is committed to pay its employees at least 92 per cent of 
their average individual earnings (basic wages plus 
individual premia) over the last three years. Should the 
enterprise have insufficient finance for this, recourse 
may be had to the reserve fund and, if necessary, to the 
financial resources of the branch unit directorates. In 


1” The share of the wage-fund in the gross income is estimated 
at 59 per cent for 1966; that of the deductions for the state budget 
at 26 per cent. 


178 This means that, as in Bulgaria, this variable part of workers’ 
earnings can be finally determined only at the end of a stipulated 
period. However, a proportion of the planned premium fund, not 
exceeding 25 per cent, may be paid in advance to the workers by 
resorting to bank credit. 


such cases, however, the enterprise should be sts 
and subjected to further control and it will be 
to enforce any measures prescribed by the higher 
thorities. On the other hand, wage increases in succe 
enterprises will be restrained by a special, highly | 
gressive, tax to be paid by the enterprise, which will 
based on the difference between the actual wage-fund 
(comprising both parts referred to above) and a hypo- 

thetical one equivalent to the number of employees 4 
multiplied by the average earnings of 1965.1”? The tax is 
such that it will automatically place an upper limit on бе. 
rate at which wages can rise.1® At the same time, manage-_ 
ment is free to negotiate with the trade union repre-— 
sentatives the question of whether or not to aim for a 
faster growth of wages, involving a heavy tax incidence, 

or a slower growth combined with the enlargement of 
some of the other enterprises’ funds (particularly the 
renewal fund). 


_ Under the new system, centralized investment financed 
entirely by the State will embrace only the most important 
projects, and its relative share in total investment outlays 
will be considerably reduced. Branch investment, Фе’ 
responsibility of the branch unit directorates (the larger 
projects will be subject to approval by the central au- 
thorities) and financed by their own resources and bank 
credit, 181 will become the largest category; investment 
undertaken by enterprises, and financed by the renewal 
fund and credits, will also grow in importance.1* 


The financing and implementation of research and 
development activities will be organized along similar 
lines.-An interesting innovation in this particular field is 
the requirement that, in future, enterprises must pay for 
the use of any results stemming from research activities 
that have been financed by the state. 


The role of the two banks (the State Bank for internal, 
and the Commercial Bank for external, financial opera- 
tions) will be enlarged. The State Bank will offer short- 
term credits (to finance stocks of materials, semi-finished 
and finished products) and long-term (investment) 
credits. The interest rate has been fixed at 6 per cent for 
short-term, and at 8 per cent for long-term, credits. The 
operations of the Bank are to be co-ordinated with those 
of the state plan, and especially with the centralized 
investments plan, but the Bank is also required to check 


179 The experiments conducted in 1965 revealed that enterprises 
with a good financial record tended to increase their remuneration 
funds rather than their reserve and renewal funds. This led to the 
introduction of the above tax, and thus to the establishment of 
upper limits for permissible wage increases in the transitional period. 


180 The incidence of the tax is shown in the following table: 


Cumulative rates of growth of average 


yearly earnings Tax rate 
(based on 1965) 


(Percentages) (Percentages) 
1966 1966/67 1967/68 
0- 6 0-10 0-14 0 
6- 8 10-12 14-16 20 
8-10 12-14 16-18 50 
10-12 14-16 18-20 100 


181 


In the year 1966, however, branch investment will still be 
financed predominantly by the state budget. 


182 In 1966 the relative share of centralized investments in total 
investments will be about 16 per cent, and that of branch invest- 
ments about 21 per cent. 


© economic position of enterprises, andjhas the right 
efuse or to stop credits and to raise or to lower the 
terest rate. From 1966, the Commercial Bank is per- 
ed to extend credits in the form of foreign currency 
fo enterprises should these be needed to incréase the 
tput of export goods. At the same time the enterprise 
also participate (by 5 to 30 per cent) in any benefits 
deriving from additional exports, from higher prices that 
are attributable to the better quality of exports, and 
from reductions in import requirements. 


_ The price reform scheduled for the second half of 
_ 1967 and 1968 has not yet been formulated in any detail. 
_At present, profit margins in wholesale prices are being 
_ determined as a fixed proportion of production costs, but 
‚ | seems that a new formula, by which profit is defined as 
a fixed proportion of the net value of all fixed assets 
including stocks, will be adopted. However, while 
_ discussion on the structure of prices continues, it has been 

decided to introduce three categories of prices in 1966. 


The first of these categories comprises centrally fixed 
prices, which in 1966 will cover 64 per cent of the total 
industrial output. The second category referred to as 
“ flexible ” prices, with centrally determined maxima and, 
in some cases, both maxima and minima, will embrace 
29 per cent of output.1®* Prices for the remaining 7 per 
cent will be determined by the enterprises themselves.1*4 
For the following reasons, the scope for decentralized 
decisions in the field of prices will probably be rather 
limited in 1966: first, there is a rather general feeling that 
conditions of supply and demand in the markets of a 
number of commodities do not yet allow any significant 
departures from the system of centrally fixed prices; 
secondly, it seems that some of the enterprises in which 
the new system has been experimentally introduced took 
advantage of the situation and raised prices in an attempt 
to obtain a higher income. 


Improved price statistics will be introduced in 1966 
and the procedure for determining centrally fixed prices 
simplified. Prices of a number of commodities will be 
gradually changed, and the turnover tax will be calculated 
in a different way. Under the existing practice, the turnover 
tax is quoted as a specific sum for each commodity or 
group of similar commodities. In future, the tax will be 
expressed as a proportion of the wholesale price, and it 
should provide a link between changes in wholesale and 
retail prices. It is also intended to reduce substantially the 
gap between the two sets of prices attributable to the 
high turnover tax. 


It is not expected that the price system will be changed 
substantially during the next two уеагз.184а In the tran- 


183 Flexible prices having upper limits only will cover 14.7 per cent 
of industrial output; those with both upper and lower limits, 14.3 
per cent. 

184 The corresponding figures for retail prices are: 78 per cent, 
11 per cent, and 11 per cent. 

184@ Shortly before the publication of this SURVEY it was ап- 
nounced that a decision had been taken to accelerate work on price 
reform. The new prices (which are to be worked out with the aid 
of econometric methods and electronic computers) are expected to 
be introduced with effect from January 1967 — a development which 
may strongly influence the bringing into force of the economic 
reform. 


sitional period it is intended to reduce indirect taxes 
gradually and to use subsidies, account being taken of the 
fact that with existing prices profitability may vary 
significantly from one line of production to another, and 
that a number of enterprises may not be in a position to 
attain a satisfactory income. The subsidies from the state 
budget will be paid to the branch units which, in turn, 
will be responsible for channelling them to enterprises. 
With the implementation of the price reform subsidies 
will be abolished. The directorates of the branch units 
are also entitled to set different prices for a given com- 
modity, where producing enterprises operate under 
different technical conditions. 


ae 


Poland 


The guidelines for an improvement in the planning and 
management system over the next five years, adopted by 
the Central Committee of the Party in July 1965,185 
contain a vast number of measures which — although to a 
large extent interdependent—may be classified as 
follows: (a) a greater role for associations in the exercise 
of operative planning functions; (b) greater reliance on 
horizontal ties and a shift in emphasis from the central 
allocation of supplies to the principle of free commercial 
relationships between the interested parties; (c) a refine- 
ment of the system of performance indicators; (d) a 
raising of enterprise participation in investment whilst 
ensuring greater bank control over the volume of invest- 
ment outlays; and (e) improvements in the methods of 
plan formulation and the achievement of greater con- 
tinuity and flexibility in overall planning. 


While a move to strengthen the role of associations has 
been evident for some time, the current tendency is to 
make associations the main decentralized decision-making 
units. In principle, associations are to cover industrial 
branches or lines of production although, in some cases, 
geographical proximity or vertical interdependence may 
also be among the factors influencing their membership. 
Their internal organizational structure, to be elaborated 
in special statutes, may range from a multi-plant enter- 
prise to a looser type of amalgamation, depending on the 
character of the branch in question. As a minimum, 
however, associations will be responsible for establishing 
the combined financial balances of the enterprises under 
their supervision and for all financial transactions with the 
state budget. Associations will have the right to represent 
their members before the Ministry and the Central 
Planning organs and decisions made by their Boards will 
be final in all questions related to inter-enterprise co- 
ordination.!®* They will allocate production tasks among 
the enterprises and can transfer resources from one enter- 
prise to another.1®” 


185 See Trybuna Ludu, 1 August 1965. 


186 Associations will be headed by directors appointed by the 
Ministry of the given industry. The directors will have the right 
to appoint and to discharge the directors of the affiliated enterprises. 
The guidelines are not specific on the rules relating to the composi- 
tion of the association’s board of managers. 

187 The transfer of fixed assets between enterprises that are mem- 
bers of the same association will take place without any payments, 
but transfers of inventories will be matched by money flows in the 
opposite direction. 
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_ The associations will participate in the profits of the 


enterprises and out of these sums they will establish a 
fund which should enable them to undertake investment 
and development programmes оп a significant зса]е.188 In 
addition to responsibility for the activities of subordinated 
enterprises, the main producing association will need to 
co-ordinate the operation of enterprises producing techno- 
logically related products, even if the latter are not 
directly affiliated to the association. When preparing 
drafts for the national economic plans, the principal asso- 
ciation will formulate, in addition to its own draft plan, 
development programmes prescribing production targets 
for the whole branch, having previously obtained agree- 
ment within the branch. Thus, the leading association will 
become responsible for initiating and guiding the develop- 
ment of the branch or line of activity with which it is 
concerned, and will be expected to offer organizational 
and technical assistance to non-member enterprises par- 
ticipating in branch agreements, if necessary by utilizing 
a branch fund specially created for this purpose. 

The number of mandatory indicators which the associa- 
tions must adhere to and those used in co-ordinating the 
activities of enterprises is to be gradually reduced. In 
particular, the number of indicators relating to the volume 
and assortment of goods specified in the plan is to be 
curtailed. In addition to this, greater consistency between 
the operational plans of the various economic units and 
improved co-ordination between supply and demand will 
be achieved by developing the system of inter-branch 
agreements 189 to the point where it becomes the main 
element of production planning. In this connexion an 
important measure is the proposed wider adoption of the 
practice now prevalent in light industry, by which 
enterprises are free, after due notification, to revise the 
production plan when a discrepancy arises between the 
plans and the inter-branch agreements. The decision to 
allow associations and enterprises considerable leeway in 
their choice of trade partners, while at the same time 
making them bear full responsibility for the co-ordination 
of supply and demand, constitutes another step in the 
same direction. 


The most important measure of the performance of 
associations and enterprises is to be the index of profitabil- 
ity, defined as the ratio of profits to labour and material 
costs; for certain branches the rate of profit, that is the 
ratio of profits to the value of fixed assets and working 
capital, is proposed. To facilitate a more effective use of 
these indices, “ factory prices ”, that is wholesale prices 


188 The administrative expenses of associations are to be met from 
special contributions of the subordinated enterprises, forming part 
of their regular operating cost. Among the funds to be created out 
of profits transferred to associations are: the Investment Fund, the 
Technological and Economic Progress Fund and the Contingency 
Fund. In addition to these resources the association will have 
“ wage-fund reserves ” which, together with the Contingency Fund, 
can be used for various current assignments. 


189 Although the practice of entering into supply agreements was 
introduced in Poland as early as 1957, up till now it has not had the 
desired effect. One difficulty was connected with enforcing such 
agreements, although the financial penalties for non-fulfilment were 
usually high. This stems from the emphasis placed on achieving high 
levels of production to the neglect of the level of retained profits. A 
further difficulty was the frequent lack of co-ordination between 
agreements and centrally approved plans. 


less turnover taxes plus subsidy elements, are to bec 
more flexible. When determining these prices, account will 
be taken “ much more than heretofore of the utility value 
of the goods concerned and particularly their qualitative 
characteristics ”.4% It is not expected, however, that the 
centrally guided price system can be made sufficiently 
flexible to be adapted to the pattern of demand, so that 
performance indicators other than profitability have been 
retained (though in a less rigid form than hitherto).%* 
The guidelines that have been adopted require that the 
weighted indices of “ global ” and “ commodity ” output о 
should be discarded, and that instead indices that are 
more sensitive to labour inputs introduced. These will 
vary according to the prevailing technological and market- 
ing conditions within each branch, except where homo- f 
geneity of production or stability of assortment permits 
the application of more standard measures. aq 

Together with greater emphasis on the role of profits | 
the reform provides for a closer relationship between the 
fulfilment of the profit plan and the material remuneration 
of employees. However, in spite of the greater role 
allotted to material incentives, the central regulation of 
the wage-fund is to be retained, except in enterprises 
providing consumer services and those rendering services 
to agriculture. Centrally prescribed employment limits, 
however, will gradually be abandoned.1* 


As in other countries of the area, the system of financing 
and controlling investment activity is to be considerably 
modified. The changes include more participation by 
enterprises and associations in the investment process and 
the assignment of a more important role to bank credit 
in the financing of fixed investment. Bank credit will be 
used on a large scale to finance not only decentralized 
investment but also central investments other than those 
involving expenditures on large priority projects. Credits 
extended to enterprises for financing centrally determined 
projects will be covered, after completion, by budgetary 
grants. Those extended to enterprises for financing their 
own projects will eventually have to be covered from 
earned profits. In all cases financial settlements will be 
directly between the investor and the construction organ- 
ization and take place on completion of the whole project; 
it will fall to the investor to ascertain that the original 
costs estimates are not exceeded. If the cost of the project 
exceeds the planned figure, the bank must charge addi- 
tional interest on the сгеди.193 On the other hand, should 
the actual cost be smaller than envisaged, part of the 
saving remains at the disposal of the enterprise and can be 
used for investment purposes. The enterprise’s develop- 


* Ор. cit. In addition to making the factory price of а given 
product a better reflector of market conditions, the programme also 
provides for the introduction of inter-branch accounting prices. 
Within the framework of associations, factory prices are to be 
differentiated, if necessary, between enterprises in order to assure 
that they reflect the technological conditions of each producer 
without making a change in the average necessary. Together with 
the interest rate on fixed assets, they will also help to neutralize the 


impact on profitability of differences in natural and technological 
conditions. 


cece See S. Jedrychowski’s closing speech, Trybuna Ludu, 31 July 


193 Бее 5. Jedrychowski in Zycie Gospodarcze, No. 50, 1965. 


198 Credits for centrally determined projects will be interest-free 
up to the amount of the approved cost estimate. 


fund, hitherto е for financing only a part of 
fixed investment outlays, will become я of 
ce for both fixed and working capital. But an enter- 
will be able to use this fund for investment purposes 
y after its working capital requirements are covered. 
an enterprise’s funds are insufficient for covering its 
_ working capital requirements, it may have recourse to 
bank credit, a relatively higher rate of interest being 
_ charged on credits used to finance higher than normal 
_ inventories. Another modification is the creation in enter- 
_ prises of a special fund to finance the cost of capital 
_ repairs. This fund will be fed by the depreciation allow- 
_ апсез, the latter no longer financing investment outlays 
except for the proportion channelled into the association’s 
_ investment fund.1%® 


_ Under the new system, allocations to the enterprise 

_ fund are to be related to the degree the planned profitabil- 

_ ity index is realized in a given year, thereby avoiding 
the complicated procedure used previously. In order to 
provide stronger incentives for a careful planning of 
profits, failure to achieve the planned profitability target 
will result in a progressive reduction in allocations into 
the enterprise fund; on the other hand, if the profitability 
is higher than indicated in the plan, allocations will 
increase but at a decreasing rate. Additional transfers to 
the fund are permitted where enterprises can be credited 
with the development of new products or technological 
processes, and improvements in quality, or in export 
performance, etc. The rules by which the enterprise fund 
is distributed among individual employees are also modi- 
fied by the adoption of a points system similar to that 
applicable to the distribution of the premia fund, and 
introduced earlier.1% 


The guidelines provide for the introduction of a capital 
charge on the fixed assets of all industrial enterprises. 
This charge, which is to be paid into the budget, will be 
calculated at a rate that varies between different branches, 
and is applied to the net value of the assets. The charge 
will be introduced gradually, beginning with the branches 
where the present profit margin is sufficient to accom- 
modate it. Currently designed as an item of profit distribu- 
tion, the charge will eventually be incorporated into the 
structure of industrial costs. 


Great stress has been placed on improving the flexibility 
of operations in enterprises engaged in producing 
exports.1% Foreign trade targets expressed in quantities 
will be drastically reduced; only in the case of selected 
basic commodities will such targets — that fix a minimum 
limit for imports and a maximum limit for exports — be 
retained. Rather than prescribe, as hitherto, production 
targets for export goods couched in terms of domestic 
prices, such targets will henceforth be specified in terms 
of foreign exchange zlotys. Thus, in most cases, the pro- 
ducing and trading organizations will have the power to 
determine the items to be exported, provided that. they 
meet the overall target value. In order to ensure that the 
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194 This means that the former practice of channelling unused 
depreciation allowances into the budget will be discarded. 

195 See the SuRveEY for 1964, Chapter I, р. 58, footnote 185. 

196 The need to promote exports and increase the effectiveness of 
foreign trade was discussed at the Political Bureau Plenary Meeting 
in December 1965. 


exports “ mix” is acceptable when evaluated in terms of _ 
production costs, measures of profitability are to be for- = 
mulated which, together with the value of the foreign о 
trade receipts, will provide criteria for distributing premia. 
Such premia are to be financed from a newly established 
fund, allocations from which will be made on the basis of 
principles which apply to producers and traders аШКе.197 
It is hoped to improve co-operation between producing 
and trading organizations by extending the operations of 
the “ Advisory Branch Committees ”, whose task will be 
to co-ordinate production and investment plans with 
export requirements. Direct contacts between domestic 
producers and customers and foreign markets are to be 
strengthened. by encouraging enterprises to enter into 
foreign trade contracts, and by creating special export or 
import departments in domestic producing or trading 
enterprises. 

The measures described, in particular the greater 
operative autonomy enjoyed by associations, the greater 
reliance placed on horizontal ties within the system and 
the more important role assigned to profitability and 
incentives for guiding economic activity, imply, of course, 
that the overall plan will have to be less rigid. Production 
targets given to associations will be couched mainly in 
value terms and will serve as general guidance and a point 
of departure for the formulation of their own plans. 
Only after the conclusion of inter-branch agreements 
will plans become more detailed and binding although, 
even at this stage, certain modifications may be possible. 
In these circumstances, the role of the central authorities 
may, in fact, diminish to that of surveillance of the 
overall proportions. For this purpose it would retain 
direct control in four major areas: prices, investment, 
wages and foreign trade. 


A major item in the proposed measures is the creation 
of inventory and currency reserves to meet exigencies 
arising in connexion with weather fluctuations, changes 
in the external trade situation, unpredicted shifts in the 
size and structure of internal demand, etc. In addition 
to the creation of such reserves, it has been suggested 
that “capacity reserves” be created in manufacturing 
industry, construction and transport, their role being to 
render the system more adaptable to unforeseen 
changes.1*° Following the example of some other coun- 
tries, the guidelines call for a greater continuity in 
planning. The preparation of annual plans is to be 
accompanied by the fixing of the main targets for more 
than one year ahead, and five-year plans are to be drafted 
with the additional perspective of two years. The drafting 
of a long-range plan covering the next fifteen to twenty 
years is to be resumed, and when completed the plan will 
be extended at five-year intervals. 


A rough time-table has been drawn up under which 
the financial system of enterprises and associations 
assumes its new form — including adherence to the new 
regulations applicable to the financing of centrally planned 
investments — at the beginning of 1966. By the middle 
of the year, most of the new statutes for the individual 

197 Until now, export premia received by producers were not 


aligned with similar premia allocated to the foreign trade organiza- 
tions, and were based on different criteria. 


198 See Polityka, 5 May 1965. 


associations should be drawn up, while the preparation 
of lists of factory prices is to be carried out in the course 
of 1967. The Plenum resolution also recommends that 
preparatory work on the new production indicators 
should be finished by the end of 1968. In order to narrow 
differences in profitability between various branches, 
prices of some chemical raw materials and semi-processed 
items are being reduced from January 1966. A similar 
correction is to be applied to machinery prices in January 
1967. | 

Although these reforms represent a considerable over- 
haul of the existing system, it has been recognized officially 
that in many ways the measures are inadequate and that 
a sustained search for new solutions is required. Ac- 
cordingly, an outline for further exploration and experi- 
ment has been proposed, in order to prepare and test 
further modifications which might be adopted on a 
larger scale in the future. 


Eastern Germany 


In eastern Germany, the principles of a new economic 
system were propounded and adopted as early as mid- 
1963. Various measures have been formulated and 
gradually put into effect, but the actual stage reached by 
the reform cannot yet be assessed with much precision. 
Some of the new measures have only partial applicability, 
some are of a more or less experimental nature, and a 
number of the proposed changes are still under discussion. 
However, according to official sources, it would appear 
that the implementation of the reform has now reached 
a second phase. 


The Association of State Industrial Enterprises (VVBs) 
has been transformed into units operating on the basis 
of autonomous economic accounting principles and 
enjoying full responsibility for the profitability of their 
respective industrial branches. The contract law and the 
regulations for the settlement of accounts between enter- 
prises have been revised, and the 1964 decisions relating 
to decentralized investment have been partially imple- 
mented. In addition, the first two phases of the reform 
of industrial prices, which were preceded by a revaluation 
of fixed assets and the introduction of revised amorti- 
zation rates, have been completed. On the other hand, 
the application of the capital charge to the production 
funds of enterprises is still in the experimental stage.1% 


The scope of central planning has been defined in 
more precise terms. The intention is that the State Plan- 
ning Commission should concentrate primarily on the 
“ optimization” of the economy (described аз the 
achievement of a maximum increase in national income 
by furthering the profitable activity of the branches), 
while relaxing, to some extent, its direct control over the 
enterprises. On the basis of fewer centrally fixed indicators 
and less direct economic guidance by the central au- 
thorities, the VVBs and enterprises will be requested to 
prepare their own output plan and to rely increasingly 
on their own financial resources. 


19 The delay is mainly attributable to the uncompleted price 
reform. In the course of 1966 this charge will be levied on branches 
where the price reform has already been implemented. 


_ Those targets which will continue to be determin 
centrally have not yet been chosen, but it seems that th 
number will be small. As in Poland, it has been deci 
that profit should become the most important indicator. 
Production assignments and the central allocation of 
supplies will be retained for those commodities that are 
considered as particularly important to the economy. 
The remaining indicators having general applicability | 
will be concerned with the degree of utilization of pro-_ 
duction capacity, foreign trade activities, and the wage- 
fund.?0° < 

Decentralized investment will continue to gain in 
importance, so that the VVBs and the enterprises will о 
need to have more frequent recourse to their own financial | 
resources supplemented by credits. At a later stage, _ 
centrally allocated investment resources will have to be 
repaid, except in the case of projects of high priority. 
In addition, new directives were recently issued by the 
Central Committee requiring, inter alia, the utmost care 
in the preparation of investment projects (which should 
pay due regard to the utility effect and the need for full 
utilization of the capacity of the branch as a whole), _ 
that greater emphasis be placed on rationalization in- 
vestment and that better use be made of foreign trade for 
furthering technical progress.” 


Foreign trade also continues to be a major concern of 
the authorities, especially as the difficulties in im- 
plementing the new system in this particular field appear 
to be greater than originally envisaged. The problem 
consists mainly of evolving a system of economic tools 
which would force the VVBs to expose their products 
to world market conditions, especially in respect of costs 
and prices. Success in this field obviously depends on the 
implementation of a number of other measures provided 
for in the outline of the new system — especially price 
reform — but, in addition, it would seem that the Ministry 
of Foreign Trade has been rather tardy in conducting 
experiments scheduled for 1965 and which should have 
suggested solutions to the conflicting interests between 
the VVBs, on the one hand, and the foreign trade agencies 
on the other. 


So far, however, the efforts of the authorities seem to 
have been largely concentrated on the price problem since 
it was considered that the choice of profit as the main 
indicator of enterprise activity would not be very effective 
without appropriate changes in the price system. Ac- 
cording to official reports, new prices will soon be 
established for goods and services which, in all, account 
for some 65 per cent of industrial commodity production 
in 1965.7 It is expected that these prices will enable all 
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01 Following these directives which were issued in December 
1965, some of the investments previously planned in basic industries 
have been abandoned, and the resources in question switched to 
other branches, especially to the metal-using industry which is 
expected to expand exports to western countries. 


203 Out of a value of 80 billion МОМ of goods whose prices are 
to be changed. The reform comprises the total commodity output of 
the engineering industry (about 22 billion MDN), the processing 
stages of the textile industry (17 billion MDN), some sections of 
the building materials industry and the construction industry 
(10 billion MDN), and the food industry (28 billion MDN). Neues 
Deutschland, 17 December 1965. 


¢ 


justrial branches to accumulate sufficient financial 
nds from their own profits to allow State subsidies to be 
oned. After the completion of this third phase of 
price reform, a new round of adjustments for the 
rices of certain commodity groups (introduced in the 
two earlier phases) is being envisaged. 
_ However, it should be pointed out that, as in other 
countries of the area, the question of the price structure 
and, more particularly, the manner in which the profit 
element should be determined has not yet been solved 
_ at this stage, though experts agree that the cost of capital 
р outlays ought to be given greater weight than hitherto. 
_ Another important question, still under discussion, is 
. whether all prices, or only some of them, should con- 
_ tinue to be determined centrally. At present, it seems 
most likely that a solution similar to the Czechoslovak 
reform will be adopted, though probably with certain 
_ modifications. The three categories of prices now being 
contemplated are: 


(a) Centrally fixed prices (to be continuously re- 
examined) for products of national economic im- 
portance (such as basic materials) and those which 
have a direct impact on the real income of the popu- 
lation (for example, food); 


(6) Maximum prices, which must be approved by 
the price offices, but which can be reduced in contracts 
by the mutual agreement of enterprises; 


(c) Free prices, to be determined in contracts between 
enterprises, which will be particularly important where 
enterprises need a rapid decision and the economic 
consequences cannot be of major importance. 


Certain changes in the administrative machinery 
announced towards the end of 1965 should also be 
mentioned. A decision taken at the meeting of the 
Central Committee of the Party on 17 December abolished 
the National Economic Council, which was made responsi- 
ble in 1961 for the whole management of industry, its 
industrial departments being replaced by industrial 
ministries.2°* At the same time, a Ministry for material 
supplies, and a Ministry for locally administered industry 
and the food industry, have been established. On the 
surface it would seem that these changes are rather 
similar to those announced in the Soviet Union. And, 
indeed, to the extent that, parallel with the Government’s 
efforts to broaden the scope for decentralized decisions, 
they also aim at strengthening central planning and con- 
trol in certain strategic fields — particularly in investment 
and foreign trade — they reflect a fundamentally similar 
attitude towards central planning. But on the other hand, 
less emphasis is placed on reaffirming the branch principle 
as a method of guiding industry in the case of the east 
German reform. According to official statements, the 
extent to which the functions of the State Planning 
Commission and the National Economic Council con- 
cerned with the planning of industry ran parallel to each 
other had given rise to detrimental conflicts between 
branch interests and the wider interests of the national 


208 The new ministries correspond to the following branches or 
group of branches: basic industries, mining and metallurgy, elec- 
trotechnical industry and electronics, heavy engineering, processing 
machinery and motor-industry, and light industry. 


economy. It is expected that the reorganization will 
strengthen the authority of the State Planning Com- 
mission, and that the new ministries, which are intended 
to act as links between the Commission and the VVBs, 
will be in a position to hold the requirements of the latter 
at a level which can be reconciled with the optimum 
versions of the national plan. 


Hungary 


A report on the “comprehensive review of a system 
of economic management”, adopted by the Central 
Committee of the Hungarian Socialist Workers’ Party at 
its November session, 204 is only a preliminary document. 
It is to be submitted to Party members, social and pro- 
fessional bodies and leading economists for discussion, 
and on the basis of the resulting revised version final 
decisions are expected to be taken in the early months of 
this year. The document, therefore, does not attempt to 
indicate the exact scope of the changes which the au- 
thorities may have in mind at this stage, nor does it refer 
much to the procedures that might be used when dealing 
with specific points. Perhaps the most interesting feature of 
the report is to be found not so much in the originality 
of the main lines of action proposed — most of which 
fall within the general framework described in the 
introduction of this section — but rather the balanced 
and systematic approach to the various components of 
economic reform that has been adopted. The emphasis 
placed on the problems of prices and foreign trade, and 
more particularly on the need for exposing domestic 
enterprises to foreign competition in order to obtain more 
realistic cost-price relationships, resembles the approach 
adopted in the document originally embodying the 
Czechoslovak reform. In addition, the report states 
explicitly that “ the market mechanism cannot be regarded 
as foreign or contrary to socialism ”. 

The report proposes that the number of centrally fixed 
targets should be gradually reduced in the course of the 
first two years of the reform, but the full development of 
the new management system will require that the system 
of providing enterprises with mandatory indicators will 
be abandoned altogether. Enterprise autonomy will be 
reflected in the fact that, in the framework of the new 
management system, economic units will be obliged to 
formulate their own annual and longer-term plans, and 
that they will have the right to determine independently 
the programmes for the best use of their resources. 
Eventually, the enterprise will only be obliged to “ meet 
the requirements of the buyer in respect of quality, 
quantity and timing; and systematically improve profita- 
bility ”. Therefore the existing administrative controls 
will be replaced by economic instruments of management 
that will seek to influence the behaviour of enterprises in 
a predetermined way. Such instruments as the income 
collection of the state, foreign exchange regulations, 
price, wage and credit policies can be used for making 
enterprises aware of the plan objectives. 


In agriculture, too, the reform strives to develop 
independent (co-operative) management and to guide it 
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by the use of non-administrative instruments. Therefore, 
such categories as enterprise income, production costs, 
profits, depreciation charges, turnover funds, reserve 
funds, labour income funds, etc. should also be a feature 
of co-operatives. The system of material incentives in 
these enterprises will have to be based more consistently 
on the principle of independent economic accounting 
than it has been hitherto. It should be accepted that the 
more efficient enterprises should be able to confer greater 
benefits on their staff, in addition to allocating larger 
sums to the enterprise funds. . | 


Аз far as prices are concerned, appropriate weight 
should be given in the costing procedure to the amount 
of the immobilized fixed and working capital. In spite 
of the introduction of a capital charge, these elements 
have not yet been adequately reflected in the price 
structure. Another major instrument for ensuring a 
closer approximation to real social costs would be a 
more realistic conversion and accounting of foreign 
trade prices. In future, the effective export and import 
prices must be directly reflected in the costs and incomes 
of the producing units and of foreign trade organizations. 
Less reliance should be placed on centrally fixed prices, 
although the prices of basic raw materials, basic food- 
stuffs and the more important manufactures for current 
consumption will continue to be determined by the state. 
It would seem, however, that a significant proportion of 
other products could be subject to established price 
maxima or directives, whilst prices of a third group of 
products might be left to a process of negotiation between 
socialist enterprises. 


Considerable attention is also devoted to the invest- 
ment system and the allocation of financial resources, 
although the changes envisaged in this particular field 
do not appear to constitute major departures from the 


present system. The report points out that centrali 


decisions and State finance should be necessary only 
for important projects but, nevertheless, it appears that 


enterprises are left merely with decisions about main- 
tenance and minor development projects. 

As pointed out above, foreign trade questions attract 
special attention in the report. Foreign trade will con- 
tinue to be centrally directed, but increasing reliance 
will be placed on economic instruments. Economic 
links should be forged between the activities of the 
producing units and foreign trade enterprises in order to 


assure that the foreign market will have a more direct 


impact on domestic production and that domestic 
enterprises become increasingly interested in foreign 
markets. It also seems appropriate that the scope of the 
direct foreign-trade activities of producing enterprises be 
enlarged in fields where this can be justified by technical, 
market and/or efficiency considerations. Where it is 
appropriate, domestic trading organs should also be able 
to engage in foreign trade. Where export performance is 
good, enterprises should be allowed to retain part of the 
foreign trade receipts. However, measures should be 
taken to prevent domestic enterprises competing in 
foreign markets. 


It is intended that scope should exist for domestic 
competition between enterprises, whenever this is advan- 
tageous to the consumer. In addition, domestic trading 
organizations should be allowed to import consumer 
goods (in the framework of the plan), and to use these 
for influencing the domestic market. 


Some of the envisaged changes are expected to be 
formulated and implemented at a relatively early date, 
but the main body of the new system will not become 
operative before 1968, by which time the price reform 
should have been completed. 
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CHAPTER II 


Recent economic developments in western Europe 


1. INTRODUCTION 


_ This chapter deals with major events in 1965, and 
‚ expectations for 1966, in the market economies of Europe. 
_ In most sections, the discussion centres on developments 
_in the industrial countries; but under each heading a 
special subsection is devoted to developments in southern 
Europe (except section 5, which deals with the foreign 
trade of the region as a whole). Section 8 is a special note 
on Yugoslavia. 

Section 2 describes the development of output, section 3 
the associated changes in the components of final demand, 
section 4 the development of employment costs and prices 
and section 5 the major trends in international trade. 

At the beginning of section 6 will be found a quick 
summary of the prospects for 1966, followed by a review 
of developments in central economic policy in the major 
countries. 

Although the emphasis of the chapter is on develop- 
ments in 1965 and 1966, an attempt is made to provide, at 
certain points, a deeper historical perspective. Attention 
may be called to four background studies, dealing with 
developments over a rather longer period. These may help 
to interpret short-term changes and economic policies. 
The subjects dealt with are: 


Changing cost structures in the early 1960s (section 4 (e)): 


This note analyses, for a number of industrial countries 
over the period 1961-1965, the relative contributions to 


2. THE DEVELOPMENT 


(a) A general view 


Most of western Europe is temporarily in a phase of 
relatively slow expansion by postwar standards. This 
phase began in the course of 1964, as was indicated in last 
year’s SURVEY, and is likely to continue throughout 1966. 
On present, still provisional, estimates, the combined 
national product of the industrial countries of western 
Europe in 1965 was about 314 per cent more in volume 
than in 1964. Except for the recession years of 1952 and 
1958 (when total output rose only about 21 per cent), 
this growth of 314 per cent in 1965 is probably the lowest 
figure for any year of the postwar period.* Present fore- 
casts suggest that 1966 may see only a slightly greater rate 


1The estimates of aggregate output for “western Europe” 
quoted here normally refer to the combined figures for the European 
member countries of OECD, published by the OECD. They are 
based on the sum of the gross national products, at constant market 
prices. 


rising prices-of labour costs, import costs, indirect taxes 
and of other components of prices including profits. 


The western European conjuncture and some features of 
short-term output variations (section 7 (a)): 

This reviews short-term variations of total output in the 
industrial countries since 1952; it calls attention to the 
importance of investment fluctuations in these short-term 
changes, and also to the influence of some of the major 
flows of international trade. 


The importance of intra-European migration in the 1960s 
(section 7 (b)): 

This describes changing tendencies in international 
migration and their importance for the development of 
the labour force in certain countries, and reviews various 
aspects of policy towards migration. 


The financing of private productive investment (sec- 
tion 7 (c)): 

This note analyses recent tendencies in the self-financing 
of enterprises’ investment in a number of countries, 
discusses the different institutional systems through 
which savings are channelled, and calls attention to 
methods of improving the effectiveness of the machinery 
for providing enterprises with access to external 
finance. 


OF OUTPUT IN 1965-1966 


of increase — a prospect which is confirmed by the slow 
movement of the indicators of demand and output during 
recent months. The figures and projections for 1963 to 
1966 are given in Table 1. 


Slow expansion in 1965 and 1966 may be seen against 
the background of an average growth rate for the postwar 
period, for western Europe as a whole, of about 414 to 
5 per cent; the average rate for the whole period of fairly 
continuous expansion from 1958 to 1965 was just under 
5 per cent, with peak rates in 1960 (614 per cent) and 
again in 1964 (514 per cent).? The main features of this 


2A four-year moving average of the combined growth rate of 
GNP, at constant prices, for OECD Europe, taking the figures for 
1950-1965, varies between 3.9 and 5.3 per cent; it fell to 4% per 
cent or less only for the four-year periods including the low year 
1958 (2.3 per cent) and for 1961-1965 (because of the 3.5 per cent 
in 1965). It exceeded 5 per cent only in 1952-1956 and 1953-1957 
(because of the high rate in 1955). 
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ostwar background are outlined in section 7 (а). The 
data there given suggest that a growth rate of 4% to 

per cent, both for western Europe as a whole and 
thin only a slightly wider range) for most of the 
idual countries, may well be regarded as an attainable 
for the medium-term future.’ They also indicate that 


splayed a certain underlying tendency to converge, 
pite the marked but temporary deviations. 
In 1965 growth was slower than in 1964—a year 
_ of exceptionally fast expansion almost everywhere — in 
all the western European industrial countries, except 
“Ital ‚ Where output growth was about the same in the 
р two years. 
__ The countries maintaining relatively fast expansion in 
_ 1965 were Finland, the Netherlands and Norway: these 
_were the only industrial countries in western Europe 
_ where the rate of growth in 1965 reached 5 рег cent — а 
figure which every industrial country (except Italy) 
reached or exceeded in 1964; indeed Finland and Norway 
were the only countries with a faster growth rate in 1965 
_ than the annual average for the whole period 1952-1965 
or than the period since the last “ recession ” year, 1958. 
In Finland and the Netherlands, fast expansion continued 
in the face of marked pressures —in Finland from a 
weakening balance of payments, in the Netherlands from 
_ manpower shortage. In Norway, on the other hand, fast 
growth was maintained with few signs of excess demand 
pressures; in fact, the rate of output growth was kept up in 
1965 — at 6 per cent for the second year running — by 
particularly large accumulations of stocks. 


31 is true that in several countries the population of working 
age will increase more slowly than in the recent past, notably in 
western Germany, Italy and the United Kingdom, although not in 
France. But the effect of this may be small in relation to possible 
changes in migration, in movements out of agriculture, in activity 
rates, or to an acceleration of the tendency towards shorter working 
time. 

4 Norwegian Central Statistics Bureau: Economic Survey of 1965 
(1966). Increased stockbuilding was equal to a quarter of the rise 


growth rates of output in individual countries have — 


in several countries: in Italy, where the вас of 
stabilization policy resulted in a second year of growth at 
the lowest rate experienced in the last twelve years (3 per 
cent in 1965 and in 1964), although output began to 
recover during the course of 1965; in France where, also, 
recovery began in mid-1965; in Belgium, where a certain 
revival seems to have started at the end of 1965; in the 
United Kingdom, where new policy restraints were 
effective from early 1965 and where there was very little 
expansion of output after the beginning of the year; and 
in Ireland, which was particularly affected by the British 
import surcharge and also by rising prices following a 
very large wage increase in 1964. 


Among the industrial market economies outside 
Europe, this relatively slow tempo of growth was shared 
by Japan, also undergoing in 1965 a period of stabiliza- 
tion policy from which it should emerge with the help of a 
reflationary budget for 1966/67.5 By contrast, the United 
States — where total real output rose by about 514 per 
cent in 1965 (5 per cent in 1964) — enjoyed for the second 
year running a growth rate half as much again as its 
twelve-year average, and the general expectation is that 
expansion at about this rate will continue for at least 
another year. 


_ _ Bycontrast, output grew in 1965 by only 203 


(6) Trends during 1964 and 1965 


The changing rhythm of growth is only crudely 
exhibited by annual comparisons of total output.® 


in real gross national product in 1965; and although much of the 
stockbuilding affected imports rather than output, there was a 
large involuntary accumulation of domestic stocks, especially in 
the export industries and some consumer-goods industries. 

5 The growth rate for the fiscal year beginning April 1966 is put 
at 714 per cent, compared with 21 per cent in 1965/66. 


6 The following convention is used: “ during 1965 ” to describe a 
change which occurred in quarterly or monthly figures, between the 
end of 1964 and the end of 1965; and “in 1965 ” to describe the 
change between the full year 1964 and the full year 1965. 


Notes to Table 1 


Sources : Data for 1962 to 1964 from UN Questionnaires on national accounts 
and: Belgium: Bulletin de Statistique, No. 7-8, July-August, 1965; Denmark: 
Statistiske Efterretninger No. 59, 13 December 1965; Western Germany: Wirtschaft 
und Statistik, No. 1, January 1966; Italy: Relazione previsionale e programmatica 
per l’anno 1966, Rome, September 1965; Norway: Okonomisk utsyn over dret 1965; 
Sweden: Statistika Meddelanden 1966, No. V, 1966; 1, 14 January 1966; Switzer- 
land: La Vie économique, February 1966; European Economic Community: The 
Economic Situation in the Community, No. 4, December 1965. 

Preliminary results for 1965 and forecasts for 1966 from: Austria: Monats- 
berichte des Osterreichischen Institutes fiir Wirtschaftsforschung, December 1965 and 
March 1966; Belgium: Budget économique de 1965; Denmark: Statistiske Efter- 
retninger, No. 61, 22 December 1965 and OECD, Economic Surveys, Denmark, 
Paris, January 1966. Finland: Tilastokatsauksia-Statistiska dversikter, No. 11, 
November 1965; Bank of Finland, Monthly Bulletin, October 1965, and Helsingin 
Sanomat, 7 February 1966; France: European Economic Community: The Economic 
Situation in the Community, Мо. 4, December 1965 (see also footnote 6 below); 
western Germany: Wirtschaft und Statistik, Мо. 1, January 1966, and EEC, op. cit.; 
Ireland: Data submitted to the Secretariat; Italy: Relazione previsionale e program- 
matica per Гаппо 1966 and EEC, op. cit.; Netherlands: Centraal Planbureau: 
Centraal economisch plan 1966; Norway: Okonomisk utsyn over dret 1965 and 
The National Budget of Norway, 1966; Sweden: Statistiska Meddelanden 1966, 
No. V, 1966: 1, 14 January 1966, and Finansplanen от 1966/67, in Sveriges Riks- 
bank : Ur Tidningarna, Мо. 7, 12 January 1966; Switzerland: La Vie économique, 
February 1966, and forecasts supplied by the Institut fiir Wirtschaftsforschung an 
der ETH, Zurich; United Kingdom: National Institute ; Economic Review, No. 35, 
February 1966; European Economic Community: EEC, op. cit. 


Key to months in which data were calculated: 
S — September 1965 
O — October 1965 
N — November 1965 


D — December 1965 
J — January 1966 
F — February 1966 
M — March 1966 


Norte. — Data for 1965 and 1966 have been rounded to the nearest half-point. 
In the case of Denmark, Norway and Sweden figures in this table are given for 
national (rather than for United Nations) accounts concepts for comparative 
purposes over time. 


@ Gross-gross concept (i.e. data for Investment and GNP include expenditures 
for repair and maintenance). 


$ Data in the table are given according to SNA. Data according to the French 
national accounting system from: Comptes prévisionnels de l’année 1965 et 
principales hypothéses économiques pour 1966, in Statistiques et Etudes financiéres, 
No. 202, October 1965, are: 


Im- Total Private Public 
GNP ports resources GDFCF consumption consumption Exports 
1963 5.9 17.1 6.8 6.9 6.8 8.3 8.5 
1964.5 13.4 6.5 8.5 4.1 6.2 TS 
£965... a8 1.0 2.5 7.0 2.5 7.0 Lod) 
1966 4.5 9.0 5.0 5.5 4.0 4.5 7.0 


€ Including ships. Data excluding ships are: 


Total fixed investments Machinery and equipment 
Обл ва. 4.1 4.5 


ПОВ ды ана « TA 9.8 
1965 cess se 4.5 6.5 
1966. ails) silage’ e's 5.0 7.0 


, TABLE 2 
Industrial production in certain western European countries, 1963 to 1965 | 
1962 = 100, seasonally adjusted eet 
ч | Number 
1963 1964 1965 ыы ес = 
se 64 1965 ! ЕН | 
1963 19 | 
ee nr IV fh. ey to er ae TV | нЕ 
2 7.8 За 12 
Я Е Ven rs merous 101 104 105 107 | 110 112 112 114 | 116 116 117 116 4. 
В АНА 102 108 109 112 |114 113 114 116 |118 117 115 119 TA 7.0 25. “4 
Бета‘ Pas. 91 101 103 109 | 103 117 114 123 | 119 119 118 .. 0.8 13.4 6.4 és 
Finland: 2990370 2) 103 103 106 108 | 108 110 113 113 | 115 117 117 115 4.5 5.8 4.8 . 
Panels А ом 98 106 106 110 |113 115 109 113 |112 114 113 118 4.9 7.8 1.4 5 
Western Germany. .... 99 104 105 107 | 110 111 113 115 | 118 119 118 120 3.8 8.4 a6) : 
GREECE Oe rt a a rd Of 104. 123. ЕЕ И 137 РТ | M125 1326 142 127 7.4 10.6 TBS) 1 
Ireland Gr cet tens 97 106 105 112 | 108 118 115 120 | 113 124 118 123 5.1 10.0 3.3 12 
Nile cit ae os 104 108 111 112 | 113 110 108 110 |110 114 116 119 8.8 1.1 4.2 12 
Netherlands” #2. .°4°. 09 = 107 106° 2107 =P 1128 "112. 113-29 12011808126 4.5 8.6 6.8 12 
INOPWaY ола. 103 104 107 108 | 110 115 114 116 | 120 122 122 122 5.8 7.3 6.7 12 
Portugal 29. ee 101 105 105 108 | 108 115 112 116 | 117 121 116 117е| 4.0 8.6 4.8 11 
Spang? те 113 111 104 120 | 127 128 120 138 | 136 141 136 158 12.2... 144 o114 12 
Swedenerrcs’ еле. 98 101 102 104 | 106 107 109 110 |110 113 110 110 23 6.6 2.6 12 
Switzerland. Cate. noe aya 97. 107 406, 111. 1.104 М3 110 116 | 107 113 113: 119 5.2 5.0 2.5 12 
United Kingdom ..... 101 102 105 108 | 110 111 111 113 | 115 114 114 115 3.9 Tf | 3.0 12 
VUGOSIAVIA =n arte 100 116 116 130 | 120 134 133 149 | 135 145 142 157 15.5216: 8.0 12 
еек Oe 100 105 106 109 | 112 112 112 114 | 115 117 117 119 5.1 6.9 5 12 
BBPA Se...) cept a. aeae ees 100 103 105 108 | 110 111 111 113 | 115 115 115 116 4.0 (pe? 3 12 
OECD Europe ...... 99° 104 105 107 |110. 111 “102s. 13 Iss 55010 5.0 Ties) 4 12 


Sources: OECD, Main Economic Indicators; ECE, Statistical Indicators of 
Short-term Economic Changes in ECE Countries; and national statistics. (In the 
case of Finland, Bank of Finland, Monthly Bulletin; the figures shown in this 
table for Sweden are derived from those published in the Monthly Bulletin of 
Statistics and the annual percentage changes shown are different from those used 
in Table 29.) 


Indices of industrial production, on a quarterly basis, are 
a more sensitive indicator and are shown in Table 2. 
On a year-to-year basis, they show much the same pattern 
of development as the estimates of gross national product, 
although generally (as shown in section 7 (a)) industrial 
production fluctuates more widely.” 


It was from quite early in 1964 that the growth of out- 
put began to lose in vigour and continuity, after exception- 
ally rapid expansion during 1963.8 This was only in part 
because of the beginning of the twelve-month decline in 
output in Italy, from early 1964. In several countries, the 
increase in output was less during 1964 than it had been 
during 1963, most notably in France where the stabiliza- 
tion programme resulted in a levelling out of industrial 
output from the summer of 1964, and in Belgium where 
output growth slowed down considerably at the same 
time. But in western Germany and the Netherlands, 
growth rates accelerated during 1964. 


"In France, the provisional estimates of gross national product 
for 1965 show — untypically — а greater increase over 1964 than 
the estimates of industrial production. This may be due to the rather 
larger increase in construction than in industrial production generally 
as well as to the service trades. 


8 Although most of the figures in Table 2 are seasonally adjusted, 
it must be remembered that recent changes in the length of holidays 
are not, as a rule, immediately absorbed into the standard seasonal 
corrections. The flattening out of the indices for some countries 
in the third quarter of 1964 and 1965 may be due in part to this 
factor. 


@ Turnover of manufacturing industries in constant prices. 
b Seasonally unadjusted. 
с October-November only. 


The contrasts between countries became still more 
marked during 1965. Although output grew relatively 
slowly almost everywhere, the countries fall into three 
groups: Italy, France and, perhaps, Belgium, where 
output is slowly recovering after the phase of stabilization 
(the evidence of recovery in Belgium is still uncertain; 
Italy and France, together with the Netherlands, are the 
only industrial countries showing significant increases in 
output since the second quarter of 1965); the United 
Kingdom, where the rise in industrial output came almost 
to a stop after the spring of 1965; and western Germany 
and most other countries, where the rise in output con- 
tinued, but at a markedly slower rate than during 1964 
(in some of these countries — Ireland, Sweden and 
Switzerland — the industrial production indices suggest 
that expansion of industrial output almost ceased during 
the second half of 1965, and in western Germany there 
was almost no expansion after the second quarter). 


(c) Prospects for 1966 


The prospect for 1966 is, in brief, that growth rates of 
output under present policies will tend to converge, but 
still, for most countries, on rates somewhat below the 
long-term average (Table 1). Among the countries where 
output is now accelerating, the current official projections 
indicate an output growth for France in 1966 as a whole 


‚4 per cent) close to the long-term average, but there 
| зоте doubt of its achievement; for Italy, the projec- 
of 4¥4 per cent, which may well be reached, is well 
low the long-term average of 6 per cent; in Belgium, the 
ns of recovery are still weak. For the United Kingdom, 
jections based on current trends suggest only 2 per cent 
wth in 1966, not allowing for any further restraints 
demand. For western Germany, a further slight fall in 

growth of output is generally expected, to about 
4 per cent, which, again, is well below the long-term 
average of 6 per cent. In other industrial countries, out- 
_ put is expected to increase within about half а per cent of 
the increase experienced in 1965 (with, however, a more 
significant slowing down in Finland and Norway). The 
‚ overall result for western Europe as a whole should be a 
rise in total output in 1966 (year on year) of around 
_4 per cent, against 314 per cent in 1965, and compared 
“with the long-term trend suggested above of 414 per cent 
_to 5 per cent a year. 


Prospects for a further acceleration in 1967 and beyond 

_depend, first, on when it will become possible to release 

again the growth potential of the United Kingdom; 

second, on how far western Germany can recover the 

‚ productivity growth which it achieved in the past as well 
as increase its labour force — the rate of growth in west 
German output, through its impact on imports, is 

particularly important for the growth rate of some other 
western European countries (as shown in section 7 (a)); 
third, on whether it will become possible for Italy once 
again to achieve growth rates significantly in excess of 
5 per cent for a period of years. 


(d) Industrial output and productivity 


As is normal, the slowing down of production increases 
in 1965 was accompanied by a slowing down in the 
advance of output per worker. Like total output, pro- 
ductivity growth was in 1965 nearly everywhere less than 
the long-term average, just as in 1964 it had almost 
everywhere been well above it. In recent years, increases 
in productivity in industry have tended to converge on 
long-term rates of 4-5 per cent a year —Italy rather 
higher, the United Kingdom rather less (see section 7 (a)). 
But in the boom year 1964, industrial productivity rose by 
5 to 8 per cent in almost every country (except Italy, 
where the output gain was small); by contrast, in 1965, 
the only productivity gains of this order of magnitude 
were in the Netherlands, Norway and Sweden — where 
a fast growth of total output was sustained — and in 
Italy, where industrial employment continued to fall after 
output had begun to recover. In France and Belgium, the 
slackening in industrial output growth in 1965 was 
accompanied by no significant recorded change in indus- 
trial employment, and the level of productivity rose less 
than 2 per cent. Elsewhere, the rates of productivity 
advance in 1965 were about 3 to 4 per cent. (These 
estimates relate to output per man in the whole year. In 
several countries, including Belgium, France, western 
Germany, Ireland, the Netherlands, Sweden and the 
United Kingdom, average hours worked were falling in 
1965, so that the gains in output per man-hour will have 
been somewhat greater.) 


— Industrial employment also increased less than average 
in most countries. There were marked increases only in 
western Germany (where the gain was almost wholly in 
immigrants), and in Norway, Sweden and Finland. 
(The trends in employment and the implications of pro- 
ductivity changes for costs are discussed in section 4.) 


(e) Output by major sectors 


The slackening in the expansion of output in 1965 
affected all the major industry groups (Chart 1). For 
western Europe as a whole, output in 1965 fell in mining 
and in textiles and clothing, levelled off in food, drink and 
tobacco, and grew very little in metal products; in basic 
metals and in chemicals, there were still substantial 
increases, but less than in 1964. 


The decline in coal mining was fairly widespread 
(associated in western Germany with a very marked rise 
in coal stocks). It was somewhat offset by rising output 
of iron ore, especially in Sweden, and of natural gas in 
western Germany and the Netherlands. The fall in textiles 
and clothing output was acute in France and Italy — in 
both countries much greater than the fall in manufactur- 
ing output generally. The decline began early in 1964, and 


CHART 1 


Industrial production by sectors in western Europe, 
1962 to 1965 


1962 = 100, seasonally adjusted 


1 и шим 1 ниш мт и ш м 
о ae | ae -— 1965 ——1 


Total 


Food, beverages 
and tobacco 


Metal products 
ооо ось Textiles 


—— Mining and quarrying 
——.—— Basic metals 


сео == Chemicals 


Sources: OECD, Industrial Production, supplement to Main Economic 
Indicators aiid national statistics. 


Industrial 


Е ction, total 

Italy. .... Jan. 1964 June-Oct. 1964 5.2 May 1965 

_ France. . . . Apr. 1964 Dec. 1964- ^ 4.6 June 1965 

Jan. 1965 

Metal-using : | = 
Italy. . . . . Sept 1963 Маг. 1965 23 Not yet ¢ 
France? . . . Apr. 1964 Jan. 1965 = 6 Oct. 1965 

Textiles = т 
ПЕ У Маг. 1964 Арг.-Мау 1965 26 Not yet @ 
France® . . . Мау 1964 Mar. 1965 14 Not yet @ 


Sources: France; INSEE, Bulletin mensuel de statistique; Italy: ISCO, 
Congiuntura italiana. 


NotTe.—Though seasonally adjusted indices have been used, production 
figures for August have not been taken into account for determining the lowest 
phase of recession; because of the weakness of demand, the summer dip in pro- 
duction was unusually strong in 1964 in France and Italy. 


@ Including transport equipment. 
> Including clothing. 


С In November, the last month for which figures are available, the production level 
was still 14 per cent below the pre-recession р 


@ Та the last month for which figures are available (December for France and 
November for Italy), the production level was still below the pre-recession peak 
by 17 per cent in France and by 16 per cent in Italy. 


Weak exports played some part in the decline, but there 
is no evidence of such extreme fluctuations in domestic 
consumption. The major factor was the downward phase 
of a stock cycle affecting most western European coun- 
tries, which may only recently have reached bottom. In 
Belgium and the Netherlands, textiles and clothing out- 
put also fell in 1965 but not so violently. In other coun- 
tries, it was stable or slightly increasing. 


In metal products as a whole, output followed broadly 
the same pattern as that of total industrial output, with 
smaller increases in 1965 as a whole than in 1964. Again, 
however, the decline in output in Italy was far greater in 
metal-using, as in textiles, than the average experience of 
Italian industry. But a marked recovery began in early 
1965 which continued, although the latest figures still fall 
far short of the previous peak (as shown by the figures 
below). Italian exports of metal products increased 
sharply in 1965, and the low level of output is the result 
largely of the fall in industrial investment and, to a lesser 
extent, of sales of durable consumers’ goods. Motor-car 
output in Italy has fully recovered; domestic sales in 1965 
have almost regained their high level of 1963, after a 
10 per cent fall in 1964. In the other major car-producing 
countries, output (see Table 3) increased very little in 
1965 in western Germany — over half the rise in home 
demand being met by a 50 per cent rise in imports; it 
hardly increased in France on the figures for 1965 as a 
whole, but rising car output during the second half of the 
year was an important element in the general industrial 
recovery; and car output fell in the United Kingdom by 
about 8 per cent, the result of a fall in both home demand 
and exports after exceptional increases in both in 1964. 


There cannot have been so significant an increase in 
Italian steel consumption; the rise шо —m 
full use of the increased capacity installed in 1964 — 
associated with a big reduction in imports and ; 
expanding exports. tag 

For chemicals, the momentum of output expansion was 
maintained better than in any of the other major groups. 
Even in Italy, there was little slackening in the expansio 
of chemicals output during the stabilization phase. The 
northern countries were adversely affected by a slowing © 
down of exports of forest products, especially to the 
United Kingdom, and there was some accumulation of 
exporters’ stocks (notably of chemical pulp). 


In construction, there was a marked slowing down in | 
the rate of expansion, accompanying the general weak- 
ness of investment demand. ees, 


(f) Southern Europe 10 


In 1965, gross national product continued to expand 
rapidly, at rates above 7 per cent per year, in Greece, 
Portugal and Spain. In Turkey, where the overall 
expansion is more strongly affected by the changing 
fortunes of agriculture, the growth of output has been 
more modest — about 4.5 per cent (see Table 4). In that 
country, 1963 was a good year for agriculture and there 
was an exceptional (7 per cent) rise in national output; in 
1964 and 1965, by contrast, agricultural output remained 
at about the 1963 level.1°* In Cyprus, where economic 
activity suffered in 1964 as a result of communal strife 
and national product actually declined, conditions in 
1965 have been more favourable and output may have 
been close to the 1963 level. 


® Output figures for steel and coal in million tons: 


Steel Coal 

1964 1965 1964 19654 
ао ие « 8.7 9.2 21.3 19.9 
Western Germany . . 37.3 36.8 148.4 141.6 
ое. oa Sodus cab Glan 19.8 19.6 53.0 51.1 
Luxembourg. .... 4.6 4.6 oe ate 

Чу eure datos sy 9.8 12.6 0.5 0.4 

Netherlands ..... 2.6 3 11.8 11.7 
United Kingdom. . . 26.7 27.4 196.7 190.4 
United States... .. 115.2 119.0 454.7 473.0 
Japan. 2s. Be ee 39.8 41.2 50.9 49.4 


@ 12 months ending November 1965. 


10 For southern European economies, short-term (annual) reviews 
of current economic developments are perhaps of less relevance 
than for the more industrialized countries. The central problem 
which these countries face is that of achieving the degree of structural 
and institutional change which is implied by the process of economic 


development and to which short-term changes in supply and demand 
are only incidental. 


10а The latest information suggests that GNP increased in 1965 by 
5.3 per cent. 
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TABLE 3 | 
registrations, in certain western European countries, 1960 to 1965 


Percentage change 
over previous year 


1964 1965 


19635. 1964 


1.7 
= 9.0 


1351 
163 


1482 
151 


Sources : National statistics and ECE, Statistical Indicators of Short-term Economic Changes т ECE Countries. 
@ Units sold. 


In the past few years the southern European countries 
have succeeded in maintaining relatively high rates of 
growth of total output without incurring serious internal 
and external imbalances, thanks to several factors of 
which the importance varied from country to country: 
an expansion of commodity exports due in part to the 
sustained level of activity in industrialized countries, to 
rapidly growing receipts from tourism and emigrants’ 
remittances and to capital imports. 


However, in Spain and Greece, where a relatively high 
rate of growth of national product was preserved in 1965, 
it seems that the tendency was for the rate of expansion 
of the non-agricultural sector to slow down while prices 
and the balance of payments were subject to greater 
strain. Portugal, on the other hand, has so far succeeded 
in avoiding the emergence of serious internal or external 
imbalances, thanks to a continuing surplus of trade with 
its overseas provinces, but the rate of expansion of 
total output has been slower than in the other two 
countries. 


Agriculture 


The year 1965 was better for agriculture in Cyprus, 
Portugal and Spain than 1964, when agricultural output 
had actually fallen. In Greece, the rise in output was 
similar to that in 1964 but in Turkey, as mentioned above, 
output stagnated for the second consecutive year." 


Furthermore, in Greece, where the area sown to wheat 
had already been enlarged in the winter of 1963/64 at 
the expense of cotton, resulting in excess domestic 
supplies which could only be held in stock or also disposed 
of abroad at a loss to the Treasury, the problem of wheat 
surpluses and their financing remained acute in 1965. In 
the winter of 1965/66 the area sown to wheat was reduced 
by 12 per cent, apparently as a response to specific price 
and subsidy measures.!? Similarly, though output of 


11 [1 particular, 1965 was a good year for olives in all countries 
of the region except Turkey, and weather conditions generally 
favoured improved harvests for cereals, especially wheat. 


12 See section 6(c), page 66, for details. 


aS 


Об Г... —3.3. —2.2 —7.6 
1961 _ г.’ В 10.5 6.1. 28.6 
1962 ме 4.4 5.0 2.1 
Тб. 6.3 7.4 it De) 
О acc aria! eae  —9.5 —10.7- —4.9 
а РН а 
Greece 
1960 я 2.6 3.3 —0.8 
Е Пере, ЧЕТ 11.9 7.6 23.1 
LOG ey ete cies 2.9 6.9 =6.5 
1963 ее аа ates 8.3 8.0 9.3 
1964 ae ec er 8.2 9.9 3.8 
оби 7.1 8.4 37 
Portugal 
19603 шах. 8.0 9.7 3.4 
По eee 6.3 9.0 —1.6 
Об. са... 6.7 5.9 9.3 
об. а. Е, 5.9 7.3 1.6 
о о чая 6.9 9.8 —2.7 
Об - ТА 7 Sil 
Spain 
1960 gency .2 ep his 5.2 6.1 2.9 
T9GT wee. ono. oa x 10.3 14.8 тт 
196285 аи т ВОНИ 9.6 10.4 2.9 
Об а 12.3 12.8 10.8 
И 7.1 11.2 —7.1 
Эбле пре Е 8.0 10.0 2:5 
Turkey 
1960 RRS . аи 3.7% 3.0° 4.35 
TOG Te een eae —1.7° 2.32 —5.8 5 
Об: ее 6.4 6.6 5.8 
бк Та 7.4 1) 7.4 
О еж а бро 4.3 7.0 — 0.2 
1965) ея 4.5 6.8 0.1 


Sources : National statistics. 
@ GNP at market prices for Turkey. 
© Not exactly comparable with the figures for following years. 


tobacco in Greece was smaller in 1965 than in 1964 
it has added to surplus stocks already accumulated 
from the previous year. In both instances, the problem 
of surplus disposal is linked with support policies which 
are discussed below in this Survey. 


While actual surpluses for traditional crops have only 
appeared in Greece, progress in animal husbandry and 
in changing cultivation patterns in favour of high-value 


‘the Survey for 1964, the policy of protecting 


prevented greater food imports in 1964, but such 

the impact on food prices, and through them o 
general cost of living, that the authorities revised t ir 
policy at the end of 1964 in order to allow | shock ” 
imports of certain foods. In Мау 1965 further measure 
were introduced to enlarge domestic supplies. In Greece, 
the temporary measures of 1964 removing import dutie 
on beef and certain types of cheese were extended n- 
definitely, in order to counter pressure on domestic prices. 


Industry 


Except in Turkey, where there was a recovery from 
the former depressed level (as no doubt in Cyprus also), 
industrial output in 1965 appears to have risen somewhat 
less than in the previous year in all the countries of the 
region (see Table 2 for data on Portugal, Spain and 
Greece) but nonetheless to have exceeded plan targets. © 
The growth of capacity resulting from the maturity of 
major investment projects, largely of an import-substi- | 
tution nature, was an important factor in all countries. 
In Greece, industrial output accounted for a larger 
share of domestic product than did agriculture for the 
second year in succession, and in all countries the gradual 
process of the enlargement and diversification of the 
industrial base has continued.1* 


Output of the mining industry increased sharply in 
Turkey and Greece, stimulated in both 1964 and 1965 
by export demand and by higher prices for non-ferrous 
metals.!° Mining output has also risen in Spain and Por- 
tugal, where, however, it is relatively less important than 
in the three other countries of the region. 


The available evidence suggests that activity in the 
building and construction industry continued to rise in 
all countries of the region, mainly due to public invest- 
ment (except in Portugal and perhaps Greece) and 
investment in dwellings. In Turkey there were rather 
clear signs of a recovery of building activity, especially 
for dwelling construction, even though tax exemptions 
for most new buildings have been abolished. There was 
also more residential construction in Greece and Portugal, 
though in the latter country it rose by less than the 
exceptional increase of 1964, which had followed two 


13 A further factor (except in Spain) contributing to a rise in the 
volume of imports of high quality food in 1965 has been the growth 
of expenditure by foreign tourists. (See section 3(f), page 25.) 


%¢ Examples of new or considerably expanded industrial units are 
those concerned with steel and petroleum in Turkey, phosphate 
fertilizer and aluminium in Greece, passenger cars and oil refining 
in Spain, and steel in Portugal. 


ab Mining output also rose sharply in Cyprus in 1965. In the 
previous year operations were temporarily halted at the height of the 
communal disturbances. 


:$ of stagnation. In Spain, on the other hand, where 


the two preceding years there had been a considerable 


urge of residential construction (facilitated by generous 
‘ovisions of official credit) and the number of dwellings 
leted in 1964 was far in excess of the plan, com- 

ns levelled off during 1965. This was largely due to 
measures taken in 1964, and reinforced in 1965, to 
‘event an overloading of the building sector, on which 
Iblic investment was already making heavy calls.!* 


18 11 1963 completions of state-aided dwellings had been more 

| one-third, and in 1964, 60 per cent, greater than foreseen in the 
levelopment plan (the annual increases in these two years being 21 
gad 25 per cent). In 1965 completions were 4 per cent above the 


fs 
я 
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(a) General view 


_ Three factors were mainly responsible for the slower 
growth of output in 1965. The first was the use of a range 
of policy instruments, applied in the course of 1963 to 
1965, to restrain the pressure of domestic demand in 
Belgium, France, Italy, Switzerland and the United 
Kingdom. The second factor was the increasing strain 
on resources, and particularly on manpower, evident 
in Austria, western Germany, the Netherlands and 
Sweden. The third was the spontaneous weakening of 
private investment demand after its rapid increase in 
1964; this was supplemented by less stockbuilding in 
1965, of course affecting imports as much as output. 


The effects of these three causes are not easily dis- 
tinguishable. In many countries, more than one factor 
was present and they naturally reacted on each other. 
Thus, in nearly all countries, in addition to the five 
mentioned above, credit policy was on balance directed 
towards restraint on the growth of demand; although 
hardly exercised with sufficient force to account alone 
for the slowing down, credit restraint may well have 
accentuated the spontaneous weakening of investment 
demand and stockbuilding. Budgetary policy played a 
significant part in Denmark and Sweden, as well as in 
the United Kingdom. In western Germany a weakening 
of private investment demand and of stockbuilding, 
reinforced to some extent by credit restrictions, accompa- 
nied the increasing shortage of manpower. In the United 
Kingdom, the private investment boom would in any 
event have weakened in the course of 1965 and it is still 
doubtful whether this weakening was significantly 
hastened by the demand restraint. In Switzerland, credit 
restriction, supported by building controls, was designed 
to meet the shortage of manpower resulting from restric- 
tions on immigration. 


The very general process of slowing down in 1965 
produced the usual chain of reactions. Lower growth 
rates, and reduced confidence in future growth rates, 
contributed to less expansive plans for investment. 
Weakened demand for labour (although not evident in 
all countries) resulted in a certain easing of the pressures 
for increasing wages and salaries; a slower rise in incomes 
(again, only in some countries) moderated slightly the 


It seems, however, that effective demand remains high 
for that part of residential and other private building 
which is not financially assisted by the state, and also 
for building in tourist areas. Together with the continued 
increase in public building activity, this sector continued 
to ee heavy demands on labour and other resources 
in 1965. 


corresponding figure of the previous year. Though no statistical 
series is available of the number of dwellings under construction, 
it seems probable that it must have increased further during 1965 
(as the total labour force of the building industry continued to 
expand, though less than in the previous year) at some cost to the 
rate of completions. 


3. THE SOURCES OF DEMAND, 1965-1966 


growth of real consumption, although increases in 
consumer prices were not much less than in 1964. 


At the same time, the rate of growth of exports was on 
the whole well maintained — notably to countries outside 
western Europe — while the rate of expansion of imports 
(partly because of smaller stockbuilding) was substantially 
less. Thus, the trade balance of the region as a whole 
improved, and the current balance of payments with the 
rest of the world moved into substantial surplus in 1965. 
Of the individual countries, the five mentioned above, 
which were particularly affected by policy restraints on 
demand, all markedly improved their payments balances; 
so did Denmark and the Netherlands in spite of heavy 
pressures of demand. Western Germany and Sweden 
developed heavy deficits. 


In terms of the components of final demand at constant 
prices, the most frequent changes between 1964 and 1965 
were a substantial slowing down in investment, in fixed 
assets and in stocks, while both private and public con- 
sumption, and exports, maintained about the same tempo 
of expansion in 1965 as in 1964. Consequently consump- 
tion — although in most countries increasing at a some- 
what slower pace in 1965 than in the year before — 
became the major support of the growth of output, 
reinforced by the continuing rise in exports, whereas in 
1964, the faster growth of output could be attributed 
chiefly to the boom in investment. 


These developments illustrate certain features of the 
mechanism of the much modified “ business cycles ” which 
have developed in postwar conditions of full employment. 
For a simplified analysis, it is usual to consider investment, 
exports and public expenditure as “independent vari- 
ables ” — determined in the short term by policy or by 
conditions in the outside world — whose changes are 
reflected in short-term variations in the level of employ- 
ment and in the rate of growth of household incomes and 
consumption. But the speed of reaction tends to be 
greatly slowed down by the momentum of income and 
price inflation carried over from one phase of the cycle 
to the next. In conditions of full employment, the bargain- 
ing power of workers combines with the interest of 
employers in maintaining their labour force to keep 
money incomes moving up, particularly where effective 
pay is largely determined at the plant level. Thus, the 
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falling away of the rates of investment growth which о 
characterized 1965 generally had only quite small effects, — 
in that year, on the rate of expansion of incomes and 
consumption and on the rate of increase in prices. 
Again, the effect of a slowing down in economic activity 
on the rise in prices is in two ways perverse. First, because 
employment is not generally sensitive to changes in out- 
put, productivity tends to be affected; thus, labour costs 
per unit of output tend to rise more quickly. Profit 
margins generally fall, but not necessarily by enough to 
offset the effect on prices of the rise in unit labour costs. 
Second, several governments have used increases in 
indirect taxes as one instrument for reducing the pressure 
of excess money demand; in itself, the effect of such 
tax increases must be to raise prices and, less directly, 
to reinforce claims for higher wages and salaries — even 
though on balance the tax increases may reduce the 
pressure of demand. 


On the other hand, the effects of slower rates of output 
expansion on the current balance of payments, and 
particularly on imports, are felt relatively soon. 


These general observations apply with different force 
in the various countries. They are set out here simply to 
suggest an interpretation of the more detailed description 
of events which follows. 


(b) Household incomes and consumption 


Although increases in real private consumption were 
more important as a support to the growth of output in 
1965 than the year before, this was because the other 
constituents of demand increased so little. There was no 
general acceleration in the increase of consumption; in 
fact, in most countries, the volume of consumption, like 
total output, increased less in 1965 than in 1964 — in 
Belgium, Denmark, France, Ireland and the United 
Kingdom very much less, in line with the modest increases 
of national product there. Increased indirect taxes also 
contributed significantly to the check in Denmark, 
Sweden and the United Kingdom. Only in western 
Germany, the Netherlands and Finland, where private 
consumption rose by about 6-7 per cent in 1965 after 
substantial increases in the year before, was the increase 
rapid — again in line with the growth of output, which 
was better sustained in these three countries than in most 
(see Table 1). 


After the big increases in 1964, increases in total house- 
hold incomes were checked a little in most countries in 
1965, accompanying the slowing down in the rate of 
growth of output and employment. The expansion of 
household incomes did not slow down in western Ger- 
many or Finland where the rise in output was still strong. 
The check was most marked in France (where self- 
employment incomes rose little) and, probably, in Italy, 
where output increased slowly for the second year in 
succession. The trends in wages and salaries underlying 
these changes in incomes are reviewed in section 3 (c). 
It is shown there that in few countries (only France, 
Ireland, the Netherlands and Italy) did the rise in average 
hourly earnings slow down significantly. In most coun- 
tries, reduced hours of work, a smaller increase in 


numbers employed and a slower rise in non-wage incomes 
were mainly responsible for the check to the rise ir 
household incomes in 1965. Ав: 

_ Оуег the past five or six years, several western European 
countries have experienced a marked acceleration 
wage and salary incomes, and total household incomes 
have risen almost proportionately. How have these 
increases in money incomes been absorbed? Table 5 
summarizes, for the years since 1960, and for those 
countries for which data are available, the interaction 
between wages, salaries and other household incomes оп. 
the one hand, and the changes in direct taxes, consump- 
tion, prices and savings on the other.?” $ 

A certain common pattern of experience emerges from 
the widespread pressure during those years of prices on 
incomes, and of incomes on prices. In the period 1960-_ 
1964 (only incomplete data are yet available for 1965), _ 
total household incomes, before tax, rose everywhere Бу. 
between about 30 per cent (in the United Kingdom) and > 
nearly 60 per cent (in Finland) over the four years —_ 
slightly less, in most countries, than the total wage and 
salary bill. The range of increases in consumer prices 18 _ 
was much smaller (between 11 per cent in the United 
Kingdom and western Germany and 20 per cent in 
Finland), but the ranking of countries was closely cor- 
related with that for the increase in household incomes.” 
Thus, between 25 and 40 per cent of the increases in money 
incomes was absorbed by rising consumer prices. Direct 
taxes (including social insurance contributions) skimmed 
off between a fifth and a third of the increment of money 
incomes, partly the result of the progressiveness of the 
tax systems and the rise in numbers subject to tax, partly 
of increased rates of taxes and insurance contributions. 
At the same time, savings increased by very varying 
proportions, but in no country did extra savings account 
for more than 13 per cent (in Finland)-of the increment 
of incomes. The ratio of savings to income rose in 
Finland and the United Kingdom but fell in Austria and 
remained stable in the other countries shown in Table 5. 


In the result, therefore, the proportion of the increment 
of money incomes ultimately available for increased real 
consumption was nowhere more than 40 per cent (in 
western Germany) and was less than one-third in some 
countries (Finland and Sweden). Against the 30-60 per 
cent increase in money incomes, the range of increases 
in real consumption narrowed to between 13 per cent (in 
poe Kingdom) and 27 per cent (in the Nether- 
ands). 


In 1965, these patterns were somewhat modified (at 
least in the five countries — Finland, France, western 
Germany, Sweden and the United Kingdom — for which 
data are available). As compared with 1960-1964, the 
rate of increase in incomes slowed down markedly only 
in France and Finland, and the price rise slowed down 


ae The same series of events, looked at from the point of view of 
the different elements in costs, is analysed in section 4 (e). 


18 “ Consumer prices ” are the implied deflator used in the national 
accounts and do not necessarily coincide with official indices of the 
cost of living or retail prices. 


1 An exception being the Netherlands, where the price increase 


was about average although the rise in the wage and salary bill, and 
in household incomes, was among the largest. 
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extra real consumption in 1965 sank to only 16 рег 


| in the United Kingdom, mainly because half the — 


per cent extra income was absorbed by rising prices 
nst one-third in the previous. four years. In France, 

о, Only a quarter of the 6 per cent extra income was 
ilable for extra real consumption; here, the higher 
oportion absorbed by taxes was important. In Sweden, 
ain, half the increase in income went into taxes.2° 
\lthough savings fell, only a quarter of the extra income 
went into increased real consumption. But in western 
Germany, in 1965 as in 1960-1964, 40 per cent of the 
extra income resulted in increased real consumption; 
although rising prices continued in 1965 to take a quarter 


of the increment, the tax cut of January 1965 reduced the 


proportion absorbed in extra taxes, 


. Percentage increase Percentage of increase in household 
Countries ranked in 1960-1964 income absorbed by 


in order о =, 
пей House. Com. ор Ineeased ty "ЕН 
а incomes prices ое prices saving нА р 
имя. sess 57 20 21 34 13 32 
Brranes . <: .. 51 18 26 30 6 38 
Netherlands 51 14 29 24 11 36 
Denmark 48 19 18 39 8 35 
Sh ie eee 46 14 34 25 10 31 
PASTA. ан 40 15 27 35 1 37 
Western Germany. 40 ile Pall 24 9 40 
ВИ: 35 12 27 29 Я 37 
United Kingdom . 29 11 AB: 35 7 36 


Source : Table 5. 


Increases in money incomes have been as great as 
anywhere in /taly, which, for lack of data about house- 
hold incomes other than wages and salaries, could not be 
included in the analysis above. Italian experience reveals, 
in particular, the long delays in the process of radical 
adjustment from a period of excessive demand. The 
following figures display something of the sequence of 
events in Italy during the whole cycle of very rapid 
expansion in 1959-1962, followed by a slowing down that 
was reinforced by the restrictive measures of 1963-1964. 


Italy: Wages, salaries and consumption 


Percentage change from previous year 


1959 1960 1961 1962 1963 1964 1965% 

Wage and salary bill?. 6.1 10.3 10.1 17.7 22.8 12.0 6-7 
Private consumption 

Current prices . . Au ei 9.125 он. 8 7.0 

Constant prices SAG. Se el oh 99% Dhar! 2:5 

Implied price index . —1.2 0.8 0.9 4.7 6.4% 5.4 04.5 
Net exports of consumer 

goods (billion lire) . . 74 200 247 —193 167 368° 
GNP at constant prices 7.7 7.1 8.5 6.7 43823.07 13 


Sources : ISCO, Quadri della contabilita nazionale per il periodo 1950-1963; 
sources quoted in Table 1; and foreign trade statistics. 


@ Because of the shifts of people to wage/salary earning from unincorporated 
business the fluctuations in the wage/salary bill probably exaggerate the fluctua- 
tions in total household income. 


ь Rough estimates. 
с 10 months. 


20 Tax rates were not raised, but the progressiveness of the tax 
system, now under examination, appears to result in a remarkably 
high marginal tax ratio (including social insurance contributions). 


ustained high rates of growth of total output in 


Italy in 1959-1962 — rates of 61/,-8\/› per cent a year — 
were associated with ‘accelerating increases in the total 
- wage and salary bill; but the acceleration of wage and 


salary increases, accentuated by wide--use of cost-of- 


living escalation procedures as well as by competitive 


bargaining, was both larger and later. While the rate of 


output growth reached its peak of 8'/, per cent in 1961, 


and subsequently slowed down, the rise in wages and 
salaries was greatest in 1963 when it exceeded 20 per cent. 
Even in 1965, after more than a year of the stabilization 
policy, which reduced the rate of output growth to 3 per 
cent, the wage and salary bill still rose by about 7 per cent. 


It was more than a year before changes in the rate of 
output growth had a marked effect on the rise in prices 
and money incomes. The lag produced price stability in 
the early stages of the boom as well as a continued, 
although moderate, rise in prices long after the rise in out- 
put had been slowed down. Cost pressures continued in a 
period of deficient demand and unused capacity while 
enterprises were endeavouring to restore their profit 
margins — probably with some success. But if the effort 
to stabilize the price level produced results only slowly, 
the correction to the balance of payments — an equally 
important objective — was quick. Net exports of con- 
sumer goods responded rapidly both to the high pressure 
of demand in 1963 and to the check in 1964-1965. 


Since 1961, over one-third of the increase in wages 
and salaries in Italy has been absorbed by the rise in 
prices. Yet, over the whole cycle from 1958 to 1965, 
when total money wages and salaries more than doubled, 
real wages and salaries rose by about two-thirds. 


Current trends and prospects 


The development of incomes and consumers’ expendi- 
ture during the course of 1965, and the current forecasts 
for 1966, suggest that for the rest of this year consumption 
in most countries will follow about the same path as that 
shown by the estimates for 1965 as a whole. (These 
projections of course anticipate the discussion below of 
tendencies in other demand components.) 


In western Germany, the Netherlands and Finland 
— the countries where real consumption increased fast 
in 1965 — there is so far no evidence of more than a 
slight slackening in the rate of increase. Judged by recent 
tendencies in consumption and retail sales (Table 6), in 
wages (taking into account negotiations now in progress) 
and in retail prices, it seems likely that in all three coun- 
tries household incomes will continue to rise at an annual 
rate not more than one or two percentage points less 
than the increases of around 10 per cent that occurred 
in 1965. Much of the increase will again be passed on 
into consumer prices, so that increases in real con- 
sumption of 5-6 per cent would seem likely in each of 
these countries, as compared with 6-7 per cent in 1965. 
This slight slackening is in accordance with most forecasts 
for western Germany, as shown in Table 1. For the 
Netherlands, however, the Central Planning Bureau 
forecasts for 1966 a rise of only 4 per cent in real 
consumption (against 7 per cent in 1965), against a rise 
in the wage and salary bill of enterprises of 111. per 
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| TABLE 6 
Indicators of private consumption in certain western European countries, 1963 to 1965 
Index numbers, 1962 = 100 


Country 
_ Private consumption expenditure at constant prices 
15 111 
Western Germany. .... 92 103 100 118 98 108 104 125 102 1 
Netherlands . х аа 98 104 108 117 107 109 114 123 112 118 122 
United Kingdom?. .... 102 104 106 107 108 107 108 110 112 109 110 
- Volume of retail sales 

i 06 132 
Аа: 90 95 101 130 94 96 103 131 95 99 1 
Denmark и: 89 99 102 116 97 104 107 120 101 112 109 125 
Пана 234%. сте 85 106 98 122 82 102 99 118 89 109 103 124 
Е Жо в 93 104 107 112 97 106 109 114 100 108 111 115 
Norway =... 86 103 105 122 89 105 106 125 89 110 110 127 
алан 90 103 99 124 94 108 103 129 97 119 100 130 
Switzerland... 2. oa. 93 101 99 128 101 107 103 135 103 110 107 136 

Volume of sales of consumers’ durable goods 

Western Germany. .... 81 88 96 129 89 94 103 139 95 101 108 148 
Netherlands®. ...... 90 113 111 131 109 124 120 141 118 135 132 167 
United Kingdom??.... 129 133 130 135 141 146 124 128 URE 


Sources : National statistics. 


@ Seasonally adjusted. 
» Private consumption expenditure. 


cent (13 per cent in 1965), and consumer prices are 
expected to increase again by 41, per cent. This 
seems to imply that the forecasters expect either very 
little increase in household incomes other than wages or 
salaries, or a very substantial increase in household 
savings; there is certainly no sign in the quarterly figures 
during 1965 (Table 6) that the growth of real consump- 
tion has been slackening.”* 


Among the countries whose real consumption grew 
slowly in 1965 — around 2 to 3 per cent — increases 
of about 4 per cent are expected this year in France, 
Italy and Norway. In France, the recent trend of retail 
sales (although the figures may be unrepresentative) 
and of motor-car sales indicates some acceleration during 
1965, while wages and prices have risen no faster than 
during the year before. In Italy, the signs of increasing 
consumption during the course of 1965 are rather less 
clear; the increase in retail sales (again possibly unrepre- 
sentative) has accelerated slightly while the rate of price 
rise has diminished, but the rise in incomes — judging 
by wages — has also slowed down. In both France and 
Italy, a rather bigger rise in household incomes and real 
consumption seems probable in 1966. In the United 
Kingdom, the level of real consumption hardly changed 


2 Part of the increase at the end of 1965 may have been due to 
anticipation of impending indirect tax increases. But the trend was 
strongly upward throughout the year. For 1965 and several earlier 
years, also, the official forecasts underestimated the rise in real 
consumption. For 1965, that was partly because the expected 
pressures on output and exports did not develop to the extent that 
was feared; it was suggested that they might not in the Economic 
Survey of Europe in 1964, Chapter II, page 7. 


after the end of 1964 (apart from quarterly variations 
associated with pre-budget buying) and most of the 
7 per cent rise in household incomes during 1965 was 
matched by rising consumer prices (increased indirect 
taxes added 11/, per cent to prices in April 1965).?3 The 
rise in household incomes, and also that of prices, may 
slow down during 1966 and real consumption may increase 
in the year as a whole by about 2 per cent (against about 
П/, per cent in 1965). In Belgium, too, there is little 
evidence (from retail sales) that consumers’ expenditure 
was rising any faster during 1965; if the rather uncertain 
signs of economic recovery are confirmed, a slight accele- 
ration of consumption might begin in 1966. In Jreland, 
again, retail sales were very sluggish during 1965; taking 
into account the rise in prices, real incomes and con- 
sumption probably rose very little and not much increase 
can be expected in 1966. 


In all the remaining countries — Austria, Denmark, 
Sweden and Switzerland— real consumption rose in 
1965 by about 4 per cent. In Austria no marked change 
in trend appeared during the course of 1965 and the 
forecasts suggest a further increase of 5 per cent in 1966. 
But in both Denmark and Sweden the rise in real con- 
sumption was checked in mid-1965 by indirect tax 
increases; in both countries further increases in indirect 
taxes have come into effect, or are proposed, in 1966; 
both Governments have been using the budget to check 
the expansion of demand. In Sweden, the outcome of 


23 But average industrial weekly wage earnings rose about 8 per 
cent (and hourly earnings 10 per cent) during the 12 months ending 
October 1965, against a rise in retail prices of about 5 per cent. 


НЕЕ Last the. 


2 72 to 31 per cent. Rising retail sales in 
tzerland during 1965 were almost offset by rising 
rices, but the price increase is expected to slow down and 
at of real consumption to be resumed, probably at 
out the same rate as the increase of 314 per cent 
in 1965 as a whole. 


_ To sum up: it seems likely that the rise in real con- 


sumption in 1966 as a whole will be little different from 


that in 1965 — a percentage point or so more in Belgium, 
France, Italy and Norway; a similar amount less in 
_ western Germany and Sweden; and, if the official fore- 
casts prove correct, a rather greater slowing down in the 
4 Netherlands. 


“¢ 


(c) Fixed investment 


Almost everywhere in western Europe, the rate of 
expansion in investment fell off in 1965 after the very big 


_ increases in 1964.2 (Table 1.) This fairly general decline 
_ in the growth of investment in 1965 was large enough to 


account for half or more of the decline in the growth 
of total output in western Europe as a whole. In 1964, 


- the volume of investment had risen by about 10-15 per 


cent in most countries, though Finland, Norway, Switzer- 


land and Sweden had smaller increases, Belgium a small 


_ decline and in Italy investment fell 10 per cent. In 1965, 


the rate of expansion fell to 4-6 per cent in most countries; 
in Belgium and Switzerland there was practically no in- 
crease. In Italy, however, the decline may have been 
rather less marked than in 1964 when it began, and in 
Denmark, Finland and Ireland, investment increased 
quite strongly both in 1964 and 1965. 


The investment boom of 1964 appears to have been 
shorter, but more intense, than the last one — that of 
1959-1961 2° — which was followed by two years of only 
modest expansion. Current trends and expectations 
indicate that 1966, like 1963, will be a second year of 
only moderate increases in investment. Only in Belgium, 
Italy and the Netherlands is a sizable increase in invest- 
ment hoped for in 1966 — ш Italy a very speculative 
8 per cent increase in place of the 8 per cent decline in 
1965. By contrast, present indications are that in the 
United Kingdom investment will increase significantly less 
in 1966 than in 1965, and that in Switzerland the level of 
investment will again rise only slightly. 

From the point of view of increasing economic efficiency, 
attention is generally concentrated on manufacturing 
investment — representing about a quarter of total 
investment. Chart 2 shows, for the period 1959-1965, that 
manufacturing investment has grown faster than the 
total in most countries, and is also subject to wider 
cyclical fluctuations. The chart also shows investment in 


24 Part of the exceptional increase shown in 1964, especially in 
construction, reflects a return to normal after the exceptionally bad 
weather of early 1963. 

23 For an analysis of the investment boom of 1959-61, see 
Economic Survey of Europe т 1962, Part 1, Chapter П, pp. 6-14. 


largely by specific policies { 
financing of housing. = 

The course and pattern of investment will be examined _ 
first in those countries where policies of price stabilization — 
and general demand restraint were introduced in 1963 
and 1964 — France, Italy, the United Kingdom, Belgium, 
Ireland and Switzerland. One feature is common to 
these countries (except possibly Ireland, for which 
there are no data): a levelling off or even decline of 
private investment in 1965, particularly in manufacturing. 
This tendency is at present likely to continue through 
most of 1966, in spite of the importance attached by 
most of the governments concerned to maintaining the 
impetus of private productive investment. A second 
feature is the different roles of public investment, whether 
“ productive ” or “ social ” investment. In France, public 
investment has continued to expand quite fast. In Italy, 
Belgium and Switzerland, a reduction or stabilizing of 
public investment has been used as one way of reducing 
the overall pressure of demand; while in Ireland and 
the United Kingdom expansion plans for public invest- 
ment have been scaled down. 


In France, the rise in the volume of total investment 
in 1965 was due wholly to public investments, both 
“social investments” and investment in public enter- 
prises, and to house-building. Investment by private 
enterprises remained unchanged; 28 indeed, as Chart 2 
shows, the level of investment in manufacturing industry 
has been stationary since 1962. Essentially, the invest- 
ment outlook is not very different from that a year ago. 
An expansion of total investment of about 5 per cent is 
officially expected for 1966 — somewhat smaller than in 
1965. Once again, it is hoped that private industrial 
investment will revive — but the latest business tests are 
only mildly encouraging, although indicating some 
improvement during the past twelve months. They 
display, however, markedly more confident and expansive 
expectations for 1966 on the part of large industrial 
firms than of smaller ones; the same was true of the 
expectations for 1965 a year аго.?7 The expected increase 
in total investment depends chiefly on whether private 
investment increases by the 314 per cent which is looked 
for. 


26 The sample survey of manufacturing enterprises in November 
1965 (which excludes the petroleum industry) suggested a 4-5 per 
cent fall for 1965, “ Les investissements dans l’industrie ”, Etudes 
et Conjoncture, Supplément No. 12, 1965. 


27 The sample inquiry in November 1965 into manufacturers’ 
expectations for investment in 1966 is interpreted as probably 
indicating a rise of 1 to 2 per cent in volume (Etudes et Conjoncture, 
Supplément No. 12, 1965). The corresponding forecasts in 1963 and 
1964 — the latter indicating a decline in 1965 — were fairly closely 
justified in the event. The inquiry of November 1965 shows for 
“very large investors ” a positive balance of 20 per cent expecting 
an increase in their investment in 1966, while all categories of 
smaller firms showed negative balances of 1 to 3 per cent. The 
average for all firms was a positive balance of 214 per cent (the 
figures exclude the metal-making industry). It is significant, however, 
that between June and November 1965 firms in all size classes 
revised their expectations substantially upwards. The sample inquiry 
into the state of demand indicated some improvement in demand 
for equipment, but much less marked than for other manufactured 
goods. (Etudes et Conjoncture, Supplément No. 1, 1966.) 
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économiques pour 1966 (automne 1965), in Statistiques et Etudes Financieéres, 


Sources : Comptes prévisionnels de la Nation pour 1965 et principales hypothéses 


_ No. 202, October 1965. 
_ @ This table is based on the French definitions, which differ from those of the 


of 


United Nations System of National Accounts. 


a’ 


To stimulate selected investments and rationalization 


~ projects 1,000 million francs was made available in 


October 1965 for loans to private and public enterprises. 


_ Of this amount, 350 million francs has been lent to the 


steel industry for long-term programmes, including 
rationalization and amalgamations. The new economic 


_ Measures announced in February 1966 include a new 


stimulus to private investment — the exemption from tax 
for a year of 10 per cent of expenditure on selected forms 
of capital equipment, although not on buildings.?8 The 
consequent reduction in tax liabilities is estimated to 
amount to 400 million francs (about 1 per cent of total 
private enterprise investment). The Government has 
also indicated that although price control — which is 
reported to have impeded the financing of investment — 
must be maintained, the system will be made more 
flexible. 


Total investment in /taly fell by about 8 per cent in 
both 1964 and 1965. The decline in both years affected 
several major categories; falling business investment, in 
response to the general decline in demand, was accom- 
panied by reduced government investment — particularly 
affecting subsidized land reclamation and improvement 
in 1964 2° and by reduced investment in dwellings in 
1965.30 Towards the end of 1965 there were some signs 
of revival in investment — machinery production and 
imports were increasing, although slowly, and public 
capital expenditure was rising again. For 1966, the 
Government has emphasized the need for a recovery in 
investment as the main stimulus to renewed expansion 
of the economy as a whole, and official forecasts suggest 
an increase of as much as 8 per cent. The investments of 
public enterprises, in particular, are expected to increase 
(in electricity by 23 per cent and in “ State participation ” 


28 The exemption applies to equipment goods (to be specified 
later) delivered or ordered between 15 February and 31 December 
1966. 

29 Partly the result of shortage of funds allocated to the Cassa 
per il Mezzogiorno. 

зо Public financing of dwelling construction fell from about 20 per 
cent of the total expenditure on dwellings in 1960 to 4-5 per cent in 
1965. At the same time total dwelling construction rose steeply — up 
to 1964 (see Chart 2). But the sharp increase in private dwelling con- 
struction, accompanied by rising costs, rising land values (uncon- 
trolled) and an increasing proportion of high-rent dwellings, would 
probably have provoked a crisis in the housing market, even if 
these factors had not been accentuated by general restrictions. 


3 

by 4 per cent); a special effort will also be made to 
expand the investments of general government, but this 
depends partly on whether it will be possible to mobilize 
unused funds from past budgets held up by lack of 
projects or by delayed administrative procedures. Al- 
though public financing of dwellings is to be increased 
again (so as to constitute 20-25 per cent of the total 
expected investments in dwellings) it is not expected that 
this will do more than stem the decline in total dwelling 
construction. The main hope is that private industrial 
investment will revive, stimulated partly by new financial 
incentives and easy credit,*! partly by the opportunities 
for industrial rationalization in spite of large margins 
of unused capacity. Some increase in total investment 
seems, indeed, probable, but the forecast rise, though 
relatively modest by past standards, may well prove out 
of reach unless other components of demand increase 
faster than at present seems likely. 


The tendency towards a levelling off of investment in 
1965 was more pronounced in the United Kingdom than 
almost anywhere — from a rise in volume of 16 per cent 
in 1964 to one of 4 per cent in 1965, accounting for 
almost three-quarters of the decline in the rate of growth 
of total output. The level of total investment reached 
its peak in the first quarter of 1965 and has changed little 
since then. Private investment in industry and trade, and 
investment in housing (both public and private), were 
responsible for this levelling off; public investment rose 
in 1965 as a whole only slightly more slowly than in 1964. 


The policies of demand restraint introduced at the end 
of 1964 can have been responsible for only a small part 
of the slowing down in 1965 as a whole. It was clear at 
the end of 1965 that the pace of the private investment 
boom would weaken during 1965.3? But government 
policies accentuated the slowing down during 1965 
although their main effect will come in 1966. The rate 
of expansion of public investment was cut down by the 
“rolling postponement” of starts on construction 
projects in the public services 33 announced in July 1965, 
and by cuts in the investment programmes of some of the 
nationalized industries. Present expectations are that 
public sector investment, including the nationalized 
industries, will still increase in 1966 — by over 5 per cent 
— and will thus still be an important expansionary force; 
but this compares with an increase of over 8 per cent 
in 1965. Investment in housing is likely to rise only 
slowly, a continuing increase in local authority housing 
(recently less than half the total) being offset by little 
change in private construction. 


31 Including a fund for financing small and medium enterprises; 
this began to operate in 1965. 


32 The business tests of the Confederation of British Industries 
showed a peak in manufacturers’ investment expectations in June 
1964, followed by a steady decline to October 1965; the inquiry in 
February 1966 showed the decline levelling off. Earlier experience 
shows that turning-points in this series precede turning-points in 
actual expenditure by about one year. 

33 Starting dates of public authority approved projects were 
postponed by six months. This did not affect projects in development 
areas. Schools, housing and industrial projects were also excluded. 
In February 1966, the ‘postponement of projects was replaced by 
formal controls of expenditure, of which the incidence is expected 
to be about the same. 


_ап4 the financial incentives to investmen 


of the tax was to reduce the value of the previous tax 
credits against investment. However, the tax credits are 


to be replaced by cash grants for certain kinds of invest- 


ment; 34 although the value of the cash grants is less in 
aggregate than that of the former tax allowances, the 
quicker and more certain payment (since it no longer 
depends on the profit and tax position), and the concen- 


tration of the incentive on directly productive investment , 


(like the new incentives in France), may render the new 
system a more effective form of encouragement. 


So far, business plans for investment do not seem to 
have been affected very markedly by policy changes. 
Thus, manufacturers’ first forecasts for 1966, collected in 
August/September 1965, suggested an increase over 1965 
of 5 per cent; a later set of forecasts, collected in 
November/December, reduced the increase to 2-3 per 
cent 35 (the actual increase in 1965 was 6 or 7 per cent). 
In private industry outside manufacturing, there may 
well be a reduction in investment in 1966, resulting in 
part from the restrictions imposed in July 1965 on new 
starts for private non-industrial construction projects 
valued at over £100,000, in part from the exclusion of 
these industries from the new cash grants for investment 
expenditure. Some forecasts of expected capital expendi- 
ture in 1967 were also collected at the end of 1965. In 
the view of the Board of Trade, they appear to imply 
that plans and expectations for 1967, both in manu- 
facturing and other private industry, are much the same 
as those for 1966.36 


In total, therefore, present expectations are that invest- 
ment as a whole will increase in volume, in 1966 as 
compared with 1965, by only about 2-3 per сепё.37 


In Belgium, as in Italy, the stabilization programme of 
1964 included a considerable though somewhat delayed 
reduction in public investment in 1965. Total investment 
was however sustained at about the 1964 level by a high 
level of dwelling construction —.a carry-over from work 
‘started in 1964; but new authorizations for house-building 
fell in 1965 (Table 7). Private “ productive ” investment 
may not have fallen much in 1965; it was helped by high 


31 40 per cent of cost of plant and equipment for manufacturing 
and extractive industries in “ development areas ” and 20 per cent 
in other areas. (The “ development areas” in fact cover about 
20 per cent of manufacturing employment.) Buildings, and all 
capital expenditure in other industries, are not eligible for the new 
cash grant. 


35 Board of Trade Journal, 28 January 1966, р. 187. The forecasts 
were collected before the new investment incentives were announced 
but it was widely expected that some form of compensation would 
be granted for the reduction of the former tax credits. | 

зв Ibid. The National Plan included an average increase of 7 per 
cent a year from 1964 to 1970. 

37 The forecasts for investment are mainly those of the National 


Institute for Economic and Social Research, Economic Review, 
February 1966. 


ment. The 
_ new corporation tax announced in the budget of April 

_ 1965 —at a level still to be determined — will increase 
the cost of dividend distribution to the firm. A side-effect 


levelling off of total investment in 1965. Although — 
total’ volume of construction was not reduced — as work 
started before the restrictions was completed — authori- 
zations and plans accepted both for housing and industrial 
buildings fell substantially in 1965, especially in the 
private sector.®® Although the building restrictions were _ 
being relaxed in March 1966, the delayed impact of those 
restrictions, shortage of labour, and the doubts about any ~ 
early revival of general expansion are likely to continue | 
to keep the level of investment down. 


The increase in investment was well maintained in 
Ireland in 1965 — ап overall increase of 10 рег cent 
against 13 per cent in 1964 — in spite of the check to the 
growth of output. In part, this was the result of continued 
expansion in dwelling construction — completions rose 
by more than a third; but new starts levelled off in 1965. — 
In part, it was the continued fast rise in public “ pro- — 
ductive ” investment which was an important element in 
the first programme of economic expansion, but which 
was in any case planned to advance more slowly between 
1964 and 1970 under the second programme. 


In the other countries of western Europe, policies of 
restraint have exercised a less dominant influence on the 
trend of demand and output in 1965, and investment 
prospects are not affected by large margins of unused 
capacity. In western Germany, Austria, Denmark and 
Norway, investment is expected to increase somewhat 
more slowly in 1966 than in 1965, but still at about the 
same rate as gross national product. The Netherlands is 
the only country where a striking increase in investment 
is looked for, while in Sweden the expected rate of 
increase in investment is quite high, and faster than in 
1965. 


In western Germany, the increase in total investment 
slowed down from 12 per cent in 1964 to 614 per cent 
in 1965, accounting for over half the slowing down in 
the increase of total output. The big change was in 
construction, where output rose 1214 per cent in 1964 
but only 3 per cent in 1965.40 Both dwelling and other 
construction followed this pattern—the number of 
dwellings completed fell 5 per cent in 1965 (Table DS 
credit difficulties may well have contributed to this slow- 
down. But expenditure on machinery, equipment and 
vehicles rose by about 10 per cent in both years. In 1966 
the overall increase in investment is expected to fall to 


33 БЕС, The Economic Situation in the Community, Brussels, 
December 1965. 


3 Publicly financed construction has however been maintained. 
Projected construction (million francs) 


1964 1965 
LU ee ea 4 656 4771 
Private eo. ta 9 223 8 744 


40 Variations in weather may be responsible for part of this large 
fluctuation. 
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Sources: ECE, Quarterly Housing Construction Summary for Europe; and 
national statistics. 
@ Towns and urban districts (comprising about 80 per cent of total). Minor change 
< in coverage but percentage changes based on comparable data. 


6 End of period. 
© State-aided, comprising about 90 per cent of total. 


about 4 per cent. Investment in industry, which rose 
15 per cent in 1965, is expected to increase by only about 
4 per cent in 1966.4! This is in accordance with the absence 
of any significant increase in the rate of inflow of new 
domestic orders for investment goods since the beginning 


41 Monatsberichte der Deutschen Bundesbank, January 1966. 
The forecast is based on industrialists’ investment expectations in 
November 1965 as reported to the Ifo-Institut. 


4 и а districts with over 20,000 inhabitants (comprising about 65 per cent 
of total). 


€ 65 towns (comprising about 50 per cent of total). 


f mM НЕЕ having 2,000 inhabitants or more (comprising about 80 per cen 
of total). ‹ 


of 1965 — after a very fast increase for two years; and 
production has also been very stable. Not much increase 
in expenditure on equipment seems likely in 1966.12 This 
will affect the trend of imports of capital goods — the 
increase in imports may have made up about a quarter 


42 The last year in which investment in equipment increased little 
was 1963 (214 per cent) and during 1962 the inflow of new orders 
was stationary. , a 


_ аз well as private investment. 


1] 


dearer 


In Austria, smaller expansion of total investment is 


expected in 1966. In industry, management expectations 


are very cautious; the effect will be felt mainly in expendi- 
ture on equipment while construction is expected to 
expand faster than before.“* — | 

In both Norway and Sweden, fluctuations in total 
investment in the past two or three years have been less 
marked than elsewhere, apart from the violent fluctuations 
in the recorded incidence of capital expenditure for 


foreign ships in Norway. But in both countries the fairly 


even progress of total investment conceals marked 
fluctuations in investment in individual branches, in each 
of which investment is influenced by a small number of 
large projects. The effect is illustrated by the following 
figures for Swedish manufacturing industry. 


Sweden: Investments in manufacturing industry by major branches 


(Annual percentage changes in volume) 


1961 1962 1963 1964 1965% 19660 
Попала ее. ‚ 17 -15 9 —30 21 10 
Metal-using excluding ship- 

Duiding ts. <= aes 1 =1" 13" 56 19 
Pulpand'paper— =. >. 38 6-37 -9 7 25 
слепа eels: 48 18 8 —2 39 47 
Other manufacturing 

branches es. Wangs” ла 11 2, 216 5 —6 2 
Total manufacturing ... 22 2 — -8 9 17 


Output of mining and 
manufacturing industry . 8 6 5 10°= 6 4 


Source: Konjunkturlaget, Prelimindr Nationalbudget, 1966. 
@ Estimates. 
> Forecasts, 


Expansion of manufacturing investment in Sweden 
accounts for the expected slight acceleration of total 
investment in 1966 (614 per cent, against 5 per cent in 
1965). In Norway, by contrast, a slower rate of expansion 
in manufacturing and mining investment is forecast for 
1966 (6 to 7 per cent against 14-15 per cent in 1965),48 
so that the rate of increase of total investment is expected 
to change only slightly.47 Management forecasts and the 


state of order books for capital goods suggest that private 


investment demand is still very strong, partly because the 
high pressure of demand last year led to delays in delivery 
and completion. 


48 Monatsberichte der deutschen Bundesbank, January 1966. 


44 Osterreichisches Institut fiir Wirtschaftsforschung, Monats- 
berichte, December 1965. 


“5 See Table 1, where the figures for Norway are given both 
including and excluding expenditure on ships. 


в The National Budget of Norway, 1966, Oslo 1965. 


“ From 614 per cent in 1965 to 5 per cent in 1966, excluding ships; 
expenditure on ships is not expected to increase in 1966, so that the 
increase in total investment including ships should slow down from 


10 per cent to 4 per cent, with beneficial effects on the current 
balance of payments. 


- expected development of total output. 


In several countries, the recent slowing down of invest- 
ment growth has been partly attributed to shortage of 
finance, and particularly to the effects of faster wage and 
salary increases on the flow of funds for self-financing in 
private industry. How far shortage of finance has been a 


major factor in impeding investment, as compared with | 


the effect of slower growth of demand and output on 
business investment decisions, is a question which cannot 
easily be answered. But some of the facts bearing on the 
problem are set out in section 7(c) of this chapter. 


(d) Public expenditure and budgets 


In most countries, a faster increase than in 1964 шо 


public consumption,®® and, even more, in public invest- 
ment moderated the slowing down of private expenditure 
and thus in total output in 1965 (see Table 1). Real 
public consumption generally rose faster than the gross 
national product and (in the countries for which data are 
available) public investment rose faster still. In 1964, by 
contrast, public consumption generally rose less steeply 
than gross national product. 


The change was most marked in western Germany, 
where public consumption increased 514 per cent in 
1965; the previous year there had been no increase at all 
— although less because of a tight budgetary policy than 
because a part of budgeted expenditure on defence equip- 
ment, largely imported, was postponed. In Belgium, 
Finland, Norway and Sweden, too, public consumption 
rose by between 5 and 9 per cent in 1965 — appreciably 
more than the gross national product. By contrast, in 
Austria, Denmark, France, Ireland, Italy, Switzerland and 
the United Kingdom, the increase in public consumption 
was about 3-4 per cent in 1965, which did not differ 
greatly from the increases in gross national product, 
except in the United Kingdom where gross national 


48 Central Economic Plan 1966. 


4? See section 3(b). A reduction in stockbuilding and an improve- 
ment in the terms of trade are also expected to help. In the equations 
used in the CPB forecasting model, investment depends largely on 
liquidity (deposits) and lagged non-labour income, but investment 
is also very responsive to unemployment (standing for unused 
capacity) at very low levels of unemployment such as those now 
obtaining. (Р. J. Verdoorn and J. J. Post, “Short and long-term 
extrapolations with the Dutch Forecasting Model 63-D ”, Entre- 
tiens de Monaco en sciences humaines, 1964.) 


5° Current expenditure, at constant prices, on goods and services 


by central government and local authorities. Transfer payments 
are excluded. 


e only 2 рег сепё.51 In the Netherlands, public 
sumption rose only 11 per cent. Public investment 
th direct general government investment and public 
cing of nationalized industries — went up, however, 
stantially faster than public consumption in France, 
Netherlands, Switzerland and the United Kingdom. 
In one sense, therefore, public expenditure performed a 
counter-cyclical” function in 1965 since in several coun- 
ss it helped to offset variations in private demand — 
re often because of the slowing down in private demand 
an because of a much faster expansion of public 
expenditure. Yet (except for the speeding up of public 
investment in France, as an instrument of re-expansion) 
these counter-cyclical effects of public expenditure were 
not for the most part deliberate. In most countries, indeed, 
budgetary expansion tended to conflict with restrictive 
credit and monetary policies. 
_ Prospects for 1966 cannot be forecast precisely: few 
countries have yet finally determined their budgets. Present 
indications suggest some acceleration of real public con- 
‘sumption in France (but public investment may advance 
‘more slowly than last year), in Italy (where public invest- 
ment may be speeded up) and in the Netherlands. A 
significant slowing down seems likely in western Germany, 
Belgium, Sweden and the United Kingdom, while in 
Norway a special effort has been made substantially to 
restrict increasing expenditure.®” 
These actual or expected increases in public expenditure 
on goods and services, at constant prices, do not, of 
-course, give a complete picture of the impact on the 
economy of budgetary policies. They do not show either 
changes in tax revenue on the one hand, or changes in 
other expenditure — transfer payments, loans, subsidies, 
etc. — on the other; nor, being reckoned at “ constant 
prices”, do they reflect the wage and salary increases 
which have been a major feature of some budgets.*? 
The Council of the European Economic Community, in 
1964, urged its member governments to observe a defined 
criterion: that, in general, the expenditure, at current 
prices, of central governments should not increase by 
more than 5 per cent unless the extra expenditure were 
covered by extra revenue.** In the Council’s view, 


51 Public consumption in France rose 3 per cent in 1965 on the 
comprehensive definition used in the United Nations System of 
National Accounts. Expenditure on the narrower range of public 
services included in the French system of national accounts (which 
exclude, principally, the salaries of government employees) rose by 
7 per cent (see Table 1, footnote b). 

52 The estimated increase in real public consumption is 4 per cent, 
against 914 per cent in 1965. In current prices, the 1966 budget 
(presented by the Government which was defeated in November 
1965, but adopted with only minor changes by the new Government) 
provides for a rise in total central government expenditure of little 
over 5 per cent, against 10-15 per cent increases in recent years. 

53 For few countries can budget estimates yet be converted into 
economically significant categories separating these different aspects 
of changes in expenditure. 

54 Recommendation of the Council, 15 April 1964. Journal officiel 
des Communautés européennes, 22 April 1964. The recommendations 
on expenditure applied to Treasury payments (“ sorties du Tresor *) 
affecting domestic demand; the extra revenue to count against 
increased expenditure included increased revenue (or reduced 
deficits) of public enterprises and increased social insurance contribu- 
tions as well as additional yield of existing taxes and increased tax 
rates. Governments are urged also to persuade local authorities to 
observe a similar rule. 


budgetary developments in 1965 did not conform to this 
recommendation in most countries of the Community, 
except in France. | | Wa 
The application of the 1964 criterion to member coun- 
tries, other than western Germany and the Netherlands, 
was somewhat modified in the course of 1965. It was 
recognized that in Italy a larger increase than 5 per cent in 
expenditure was justified, but recommended that as much 


‘as possible of the increase should be concentrated on the 


stimulation of public investment. In Belgium, too, a 
“ cautious easing ” of the restrictions on public investment 
was regarded аз геазопа е.56 The Commission later urged 
that the same principles should be applied to the economic 
budgets for 1966. It took the view that the budget policy 
of France for 1966, envisaging a 6-7 per cent increase in 
total central government expenditure, and described as 
intended to “accompany” not to “stimulate” the 
recovery, largely fulfils the requirements of the economic 
situation.>? The west German budget proposals for 1966 
are regarded as more closely in conformity with the 
Council’s recommendations than the actual developments 
of 1965 — always provided that the Federal Cabinets’ 
postponements or reductions of the Ministries’ proposed 
expenditure programmes are in fact realized; 58 this 
condition implies that Federal expenditure will rise by 
about 5 per cent in 1966 compared with 1965 (about 8 per 
cent compared with budget estimates for 1965, which 
were in fact exceeded). Increases in indirect taxes and in 
railway tariffs, together with rising tax yields, are expected 
at least to balance the increases in expenditure, so that 
borrowing may be reduced.®® The Laender budgets for 
1966 — almost as large in total as the Federal budget — 
envisage increases in expenditure of about 8 per cent, but 
a somewhat smaller rise in revenues. In western Germany, 
great attention is now being paid to more effective control 
of the budget in relation to the needs of the economy in 
general, and to the need for reducing borrowing in par- 
ticular. For the first time in the postwar period, the 
central and local authorities have been brought together 
to limit and co-ordinate the claims on the capital market 
of the Federal authorities, the Laender, the local authori- 
ties, the railways and the postal administration. A com- 
mittee of experts has recently reported to the Government 
on the reform of the budgetary system, and has recom- 
mended in particular changes that would allow tax rates 
(both direct and indirect) to be used more flexibly as 
instruments of economic policy. 


In both Belgium and the Netherlands, budget proposals 
for 1966 (of the outgoing Government in Belgium) imply 
approximately a 10 per cent rise in total central govern- 
ment expenditure. In the Netherlands, tax increases 
(mainly indirect) are proposed which should raise revenue 


55 “Tt must unfortunately be recorded that most member coun- 
tries have conformed only incompletely with the recommendations 
on budgetary policy in 1965.” EEC, The Economic Situation in the 
Community, Brussels, December 1965. 

56 Recommendation of the Council, March 1965. (Bulletin of the 
European Economic Community, May 1965, p. 20.) 

57 BEC, The Economic Situation in the Community, Brussels, 
September 1965, pp. 31-33 (English text). 

58 Monatsberichte der Deutschen Bundesbank, January 1966. 

59 Tbid. 
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uction and redeemable after 


i гп Europe and in the United Kingdom, 
explicit use of the budget as a main instrument for short- 
term management of the economy has been longer 
established and the conflict between budgetary and credit 
policies has been, perhaps, rather less marked. Last year, 
taxes were increased in the United Kingdom, Denmark 
and Sweden — а mixture of direct and indirect taxes in 
the United Kingdom while in Denmark and Sweden 
indirect taxes were mainly affected, conforming with a 
general trend in the northern countries to shift part of the 
weight away from direct taxation.*t The budget intro- 
duced in Ireland in March 1966 provides for tax rate 
increases adding 5 per cent to revenue. __ 


In the United Kingdom, a new procedure has been 


felt, has been both to prejudice private investm 
because of disparities in interest rates, to stimu 
speculative international movements of capital. M 
emphasis has hitherto been placed by many critics on 
need to correct these situations by restricting the growtl 
of public expenditure. More attention is now being paid 
to the necessity for continuity and long-term programmes 
for public expenditure, harmonizing social needs with the 
potential growth of resources, and to the consequent nee 
to adapt the financing of public expenditure, both on 
current and capital account, to the financing problems of 
the economy аз a whole. | 


(e) Foreign trade 


The expansion of total demand and output in 1965, 
depended much more on the expansion of exports than 
did the faster growth rate of the year before.*4 This 
applies particularly to the countries where domestic 
demand was restrained by policy. Thus, in Italy, the 
growth of exports accounted for more than the whole 


evolved for fitting each year’s expenditure programme 
into a long-term framework. The basic decision was that 
the growth of public-sector expenditure in total, at con- 
stant prices, should be limited to an average of 414 per 
cent a year from 1964-1965 to 1969-1970. The Cabinet 
then determined limits for each of the main programmes 


of expansion over the five-year period, on the basis of 
which the expenditure estimates for 1966-1967 were 
prepared — thus establishing a link between long-term 
and short-term control of public spending. Those deci- 
sions, it is stated, “ have formulated financial objectives 
for the development of the defence, industrial and social 
service expenditure programmes consistent with the needs 
and capabilities of the economy as a whole ”.® 


The last few years have thus seen a wider recognition 
of the need for deliberate use of the state budget as an 
instrument of short-term stabilization policy, encouraged 
both by the EEC, as shown above, and by the OECD in 
its recommendations to a number of governments. Apart 
from the importance of public expenditure and taxation 
in regulating the overall pressure of demand for goods 
and services, a special consideration has been the influence 
of government borrowing on capital markets and the 
banking system. In several countries expansionary public 


6° One justification for this procedure is that a part of the present 
increases in public expenditure — e.g. for some forms of investment 
— is to be regarded as temporary. 


81 In Denmark, it was hoped to introduce at the beginning of this 
year a value added tax, in place of the general sales tax. But the 
complexities of the operation have necessitated a postponement. 


$2 Public Expenditure: Planning and Control, Cmnd 2915, February 
1966. This White Paper describes the administrative procedure in 
some detail. It also gives some of the main features of the long-term 
expenditure programme (also embodied in the National Plan for 
1964-70, Cmnd 2764, September 1965). Projected expenditure on 

the main headings is: 
1969-1970 


1965-1966 £ million Percentage 
(1965 prices) СЕОУ 

Current expenditure on goods and 
SERVICES Tar nl enW о us. us? ate 5 906 6 575 и 
Сарнаоиан и.о 1 672 2 186 31 
Current transfers and subsidies .. . 3 528 4 169 18 
Net lending and capital grants ... 470 365 —22 
11 576 13 295 15 


: The figures cover expenditure by all public authorities but exclude “ national- 
ized industries etc.”. A major feature of the long-term programme is the stabilizing 
of expenditure on defence, 


increase in final expenditure, in 1965 (and in 1964); in 
Belgium, the corresponding proportion was 70 per cent; 
in France, Switzerland and the United Kingdom, the pro- 
portions were much less, but were substantially greater in 
1965 than in nearly any of the previous six years. (Figures 
of the contribution of export and import increases to 
increases in total final expenditure — or total resources — 
are given for each year from 1959 to 1965 in Table 8.)® 


At the same time, the contribution of imports to the 
increase in total resources in most of these countries was 
substantially reduced. Thus, in Italy, increased imports 
accounted for only 15 per cent of the addition to total 
resources in 1965 and in 1964, the first year of deflation, 
imports had fallen heavily; previously, in each year 
from 1960 to 1963 rising imports had made up from a 
quarter to a half of the increment in total resources. 
In the United Kingdom, imports made up only 6 per cent 
of the increase in resources, against 24 per cent of the 
much bigger increase in 1964.86 


In each of the countries particularly affected by demand 
restraints, the net effect, so calculated, of foreign trade 
on output expansion was thus positive in 1965. In earlier 
years of faster growth of expenditure, the effect had been 


83 Some aspects of these general problems of financing are des- 
cribed in section 7(c). 


84 In most of this section, changes in exports and imports of goods 
and services, at constant prices, are discussed. A fuller discussion 
of foreign trade and the balance of payments, at current prices, will 
be found in section 5 of this chapter. 


85 These marginal ratios must of course be examined in the light 
of the average ratios of exports and imports to final expenditure 
— which range from 25 to 40 per cent in the smaller countries and 
from 15 to 20 per cent in the larger ones. 


66 United Kingdom imports in 1965 are reckoned to have been 
reduced by the import surcharge to the extent of about £100 million, 
ог 11 to 2 per cent, as compared with what they would have been 


м. the surcharge. (National Institute Economic Review, February 


ее с. ee Exports | og et 25 2? 
eee Е ВЕ рома Мес: 
ae =>. AEE oes ТЕ" “| $ me 
ss Western Germany Exports | 31 27 — 
и: Imports | 37 33 
aie eho lade vid 
т. Exports | 7 42 
ce. нА: Imports | 42 26 
Wars Italy se Exports 28 26 
oa : Imports | 16 43 
4 т: ~ Netherlands Exports 50 40 
г Imports 55 49 
; Norway ? Exports 62 38 
Imports 30 44 
4 Sweden®. .... Exports 19 38 
‘i Imports 13 48 
2 Switzerland Exports | 32 21 
#6 Imports 38 45 
2 United Kingdom . Exports 10 15 
= Imports 30 37 


Sources : As for Table 1. 


_ Norte. — The table is to be read as follows: in Austria in 1959 the increase 
(by comparison with 1958) in exports of goods and services absorbed 32 per cent 
of the overall increase in final expenditure in volume (investments, consumption, 
_changes in stocks, exports). In the same year the increase in imports of goods and 
“services constituted 57 per cent of the overall increase of total resources in volume 
_ (gross domestic product and imports). Total final expenditure equals total resources. 
Through the period covered by this table, in no country and in no year 


generally negative. These marked fluctuations in the mar- 
ginal ratios of exports and imports are one aspect of the 
improvements in the current balances of payments of 
these countries. 


It may be observed, however, that in each of these 
countries the reduced rate of increase in the volume of 
imports — resulting from reduced stockbuilding as well 
as from the check to expansion of consumption or 
investment — contributed appreciably more than ac- 
celerating exports to the improvement in the current 
balance. It was only in Italy that restraints on domestic 
demand — which were. certainly much more severe in 


24 


15 г =} 5 3 


18 #9 17% =. 
НТ >. fay 
24 ie 7 30 
а И 
51 2 о 57 
26 22 13 136 
25 31 46 —86 
25 43 -40 40 
47 52 63 52 
30 42 462 S43 
43 38 43 36 
15 32 24 26 
2 28 24 24 
18 22 26 26 
47 43 30 39 
19 33 17 9 
—2 35 20 24 


has there been а net decline in final expenditure. The “ abnormal ” figures for 
Denmark in 1963 are due to the fact that in that year expansion of output was 


negligible. 


@ Exports and imports are taken from national accounts statistics, including goods 
and services. All figures are at constant prices. 


6 Gross-gross concept. 


Сс French national accounting concept; imports cover merchandise only; exports 


include balance of services. 


their effects than elsewhere — were accompanied by 
as large a proportionate effect on exports as on imports. 


Percentage change (volume) 


Imports 
1964 1965 
Belgium... ле о 12.6 8.0 
Erance Сто ера 11.8 2.0 
а eae oor —5.9 2.0 
Switzerland toe 8.9 2.0 
United Kingdom . . 9.0 0.5 


Source : Table 1. 


Exports 
1964 1965 
13.0 11.0 

7.4 8.5 
11.0 17.5 
6.9 8.0 
3.1 4.0 


@ In 1963 imports had risen 21.1 рег cent and exports 6.1 per cent. 
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TABLE. 9 


Western European countries: overall export increase, exports to western Europe 
and to western Germany, 1959 to 1965 


Percentages based on current values f.0.b. 


Share in increase of: 


Share in increase of: 


Other Other 4 
Пе exporta.to world Western western Other Western western Other $ 
к gore Germany European regions Germany European regions = 
es countries countries $ 


цао 


к 


1959 to 1964 1964 to 1965 1959 to 1964 1964 to 1965 
40.2 23.6 

Belgium-Luxembourg ......... 13.7 313 64.9 3.8 36.2 
eee SS Se iia о 24.6 66.5 8.9 37.8 23.3 38.9 
(MPA Ses ape aie и: 21.7 50.1 28.2 34.2 32:3 32.5 
Е ати 35.7 55.1 9.2 40.7 37.9 21.4 
Тотдг EEC (excluding western Ger- 

many). . s се ы а, 27.4 59.3 13.3 36.8 32.8 30.4 
Аа о RE oe ek css ВЕ 49.4 19.4 38.6 14.9 46.5 
Ета ин о 7.0 77.9 15.1 277 352, 37.1 
Иа ао . Ree ee es 12.3 70.1 17.6 10.1 22:3 67.6 
Norway и 14.7 67.7 17.6 3:3 56.5 40.2 
роара ее ааа 6.4 54.5 39.1 7.6 73.3 19.1 
Зее Е Е = 13.1 PED 14.4 18.5 65.7 15.8 
Switzerland orcas Вы. п 14.8 57.7 27.5 26.0 37.4 36.6 
От о ое один А 8.7 72.6 18.7 7.4 25.2 67.4 
Тотат, EFTA plus Finland ..... 12.2 68.6 19.2 15.4 36.6 48.0 
Other western European countries 

(excluding western Germany) 9.8 56.4 33.8 16.8 —31.8 115.0 
ToTAL of above-mentioned countries 

(excluding western Germany). . . 20.5 62.6 16.9 21-7 31.6 40.7 
Western Germany ......... 83.4 16.6 — 59.3 40.7 


Source : OECD, Statistical Bulletins — Foreign Trade — Series A, Overall trade by country. 
@ General exports, including re-exports. 


Outside these five countries, the increase in imports 
exceeded the rise in exports in 1965, and the net contri- 
bution of foreign trade to the increase in output was 
negative. This was not, however, true of the Netherlands, 
where, although the relative contribution of exports 
was greater than in 1964, the halving of stock accumu- 
lation helped to keep down the rise in imports. Extreme 
cases are Norway and Sweden, where the net contribution 
to output of foreign trade swung most markedly from 
positive to negative from 1964 to 1965. In western Ger- 
many the contribution of imports to total resources 
increased, but the share of exports — in a smaller output 
increase — was well maintained in spite of the high 
pressure of domestic demand. 


A large proportion of these changes in foreign trade 
reflect, of course, changes in the trade flows among 
western European countries themselves. In particular, 
western Germany’s increasing imports were a major 
factor, absorbing in 1965 more than a quarter of the 
whole increase in commodity exports from the rest of 
western Europe, and 30 to 40 per cent of the increasing 
exports of her Common Market partners and of Austria 
— all significantly bigger proportions than in the previous 


five years (Table 9).57 Yet a still more striking feature of 
1965 was the increased importance of the markets outside 
western Europe. Between 1959 and 1964, western Germany 
absorbed 20 per cent of the increased exports from the 
rest of western Europe; in 1965 this proportion rose to 
28 per cent. But, whereas the markets outside western 
Europe accounted for only 17 per cent of the extra 
exports from the region in 1959-1964, this proportion 
rose to 41 per cent of the export growth of 1965. 


(f) Southern Europe 


The statistical information which is at present available 
does not allow a full assessment to be made for southern 
European countries of the extent to which the various 
sources of demand (private and public consumption, 
private and public investment, exports of goods and 
services) contributed to the overall rise in final expendi- 
ture in 1965. In general, it would appear that both private 


87 The relative importance of western Germany as a market for 
the rest of western Europe over the whole period since 1952 is 
examined in section 7(a) of this chapter. 


nd public consumption expanded relatively rapidly but 

at it was private, rather than public, investment which 
k the lead, except in Spain. Several factors explain 
е increase in private consumption. Important among 
m was the larger volume of agricultural output, coupled 
th a rise in support prices for cereals in Portugal and 
Turkey and the continuation of the social policy 
litiated in the previous year in Greece, all of which 
voured the rural community. In all the countries, 
dustrial wages rose and migration from the countryside 
towns, and to foreign countries, induced a rise in 
igricultural wages. Associated with the emigration of 
labour, which has progressively been more important for 
ortugal and Turkey, there has been a continued (and 
i the case of Turkey sharp) rise in the remittances by 
emigrant labour from abroad, which must have been 
devoted largely to private consumption.® 


A The growth of public consumption was especially 
marked in Greece and Portugal. In the latter country it 
was due essentially to higher expenditure on defence, 
which accounts for half of total public consumption, 
and the priority accorded to this item has adversely 
affected public investment outlays, which fell by about 
9 per cent in volume terms. Similarly, in Greece the policy 
adopted by the Government elected in 1964 required 
significant increases in educational and public adminis- 
tration expenditure. However, owing to delays in taxa- 
tion and other receipts (partly due to the political crisis 
in the summer of 1965), to outlays for agricultural support 
(especially for the wheat and tobacco crops) which were 
considerably in excess of budget estimates, and to the 
size of certain other transfers, the anticipated current 
budget surplus which normally contributes to the financing 
of public investment did not materialize. The public 
investment programme was therefore scaled down to a 
level below the budget figure and actual investment was 
probably only slightly above the 1964 level. As in previous 
years, public investment in Turkey fell short of the 
planned amount and the increase registered for 1965 
appears to be modest. In Spain, on the other hand, the 
swift development of public investment, which is an 
important feature of the development plan, appears to 
have continued. | 


68 However, as mentioned in section 7(b) of this chapter, Turkish 
workers are encouraged, by means of a premium exchange rate, 
to pay part of their earnings into a special fund to be used either 
for the provision of accommodation or for helping them to become 
established in a trade on their return. To the extent that such 
remittances are not spent on imported goods and that returning 
emigrants do not purchase cars and other consumer durables to be 
brought home, the balance of payments benefits. 


4. EMPLOYMENT, 
(a) Employment and unemployment 


The moderate tempo in the growth of the economies of 
western European countries in 1965 is in part reflected in 
their employment situation. Table 10 shows that — in 
general —the growth of the employed labour force, 
which had recovered in 1964 after two consecutive years 
of slow expansion, fell off again in 1965. The estimated 


In southern European countries investment in the 
_manufacturing sector is a responsibility of the private 
sector, apart from certain state enterprises which are of © 
some quantitative importance in Spain and Turkey. 
- From the evidence so far available it seems that invest- 
ment in this sector has begun to revive in Turkey, follow- 
ing the relaxation of credit conditions and a degree of 
caution earlier in the year stemming from political un- 
certainties. In Greece the rise in this category of invest- 
ment appears to have been only slightly below the rather 
high rates of recent years, but this was largely due to 
continued investment in major projects involving foreign 
capital and enterprise. The prospects of maintaining the 
recent high rates of private investment are clouded both 
by political uncertainties and by the fact that there are 
relatively few such major projects still in the pipeline, 
whereas experience shows that the delays between their 
conception and completion may be a matter of years. 


As far as can be judged from fragmentary information, 
it appears that, except in Spain, exports contributed more 
in 1965 than in 1964 to the overall expansion of output. 
In the latter year, for example, exports of goods and 
services, which were adversely affected by the political 
situation, hardly rose at all in Cyprus (and commodity 
exports actually declined by 6 per cent); they increased 
only moderately in Greece, largely because of the weaker 
performance of commodity exports.® In contrast, in 1965 
the continued rise in all countries in receipts from 
services was accompanied by a distinct improvement 
in export performance. Exports rose by about 20 per 
cent in Cyprus, 15 per cent in Portugal, and 10 per 
cent in Greece and Turkey. As noted in section 5, 
Spain was an exception, commodity exports remaining 
at about the previous year’s level. Also the number 
of foreign tourist arrivals in Spain was only 5 per cent 
higher in 1965 than in the previous year, whilst there 
were large increases in Portugal and Turkey (50 per 
cent higher than in 1964), Greece (nearly 30 per cent) and 
Cyprus (more than double the exceptionally low 1964 
figure, but still 60 per cent below that for 1963).”° 


69 References to exports of goods and services in this sub-section 
are in terms of current prices. 


70 The fact that current expenditure by foreign visitors to Spain 
is estimated (on a payments basis) to have risen in 1965 by one- 
quarter must be largely attributable to the rise in the Spanish price 
level. In Greece, on the other hand, where current expenditure is 
estimated to have risen by only 19 per cent, it appears that loss of 
confidence in the drachma was reflected not only in larger purchases 
of gold sovereigns by Greek residents, but also in unauthorized 
dealings in foreign exchange brought into the country by tourists 
and which, consequently, did not figure in the official reserves. 


CosTs AND PRICES 


outflows from agriculture are no greater (and in Italy 
considerably less) than in the previous year, so that the rate 
of growth cf employment in non-agricultural activities 
has slackenzd even more. The only exceptions (among 
countries listed in Table 10) are Finland and western 
Germany, in spite of the smaller outflow from agriculture. 


The number of wage- and salary-earners in manu- 
facturing industry in western Europe as a whole in 1965 


„ 
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. TABLE. 10. 


The increase of the employed labour force, and the sources of supply of manpower, 
in certain western European countries, 1962 to 1965 


Change from previous year, in thousands 


A = Increase in the employed labour force 


Belgium Finland France a Ireland Italy Norway oF a 
pe Net ее A B A B A B A B A B A B A B A B з 
2 to 1963 ; 
Services . ыы entre ee eee 24 17 127 197 — 19 14 143 
Тона oA ei ees 5 4 118 33 5 113 — 155.4 
Сорос Е аи”. 12 5 94 86 4 63 — 28 ; 
Agriculture. а kgm chee 10 13 117 153 8 515 10 14 | 
Decrease in unemployment 12 —5 —30 —32 —4 107 —3 —89 
Increase in labour force . . 19 36 252 129 5 —427 7 91 
1963 to 1964 
Везет 26 19 93 192 1 269 13 144 
То 2h ЕВ 23 8 80 27 6 92 4 131 
Construction ........ 6 1 83 26 4 102 1 71 
Agriculture =we\ aps. Sosaoue hex «ase 14 22 119 146 10 328 6 24 
Decrease in unemployment . 9 —2 46 17 2. —45 2 144 | 
Increase in labour force. . . 32 8 91 82 —1 —4 10 184 
1964 to 1965 * Н 
БЕГЕ. oe ris 30 31 127 137 3 103 13 167 | 
ее 5 9 19 | 163 1 } 267 4 9 В 
Содис си. 2 12 60 15 3 — 39 
Agriculturesse = 1. = 8 Ss 13 8 113 74 14 11 8 43 
Decrease in unemployment —3 4 —51 21 — —171 3 47 
Increase in labour force . 27 40 106 190 —7 —210 6 207 


Sources : National statistics. 


Note. — Column A shows the increase in the employed labour force in 
expanding sectors. Column B provides a breakdown in the various sources of 
supply of manpower — the decrease in the number employed in other sectors, 


has remained about the same as in 1964, in contrast with 
the strong upsurge in the United States (see Table 11). 
Only in western Germany and in the Scandinavian 
countries has the industrial labour force increased sub- 
stantially. In western Germany the vigorous expansion of 
industrial employment in 1965 has been possible thanks to 
the exceptionally large influx of foreign labour, to release 
of manpower because of slackening activity in the building 
industries, and to a much smaller rise in employment in 
services than in the two preceding years. The increase of 
industrial employment in western Germany in 1965, 
while output growth was slackening, contrasts oddly at 
first sight with 1964, when output increased much faster 
with the same rate of increase in the industrial labour 
force. It is largely explained by the shortening of the 
working week and longer holidays: the consequent 
reduction in man-hours worked offset the increase in the 
inflow of foreign labour in 1965, 

Tensions in the labour market have eased a little in 
some of the countries where domestic deman'd was more 
severely curbed by policy. A continuing deterioration of 
the employment situation was marked in /taly; it affected 
all non-agricultural sectors, and particularly construction, 
and resulted in a substantial increase of unemployment 


B = Sources of supply of manpower 


the decrease in unemployment and the increase in the labour force. Figures are 
annual averages for all countries, except for Ireland and the United Kingdom 
where they refer to April and June respectively. 


@ Excluding Northern Ireland. 


and also in larger emigration. The outflow of manpower 
from agriculture practically ceased in 1965 and, as in 
1964, the number of self-employed in marginal activities 
in industry and the service trades increased substantially. 
These factors have certainly prevented open unemploy- 
ment from rising even more than it did, but clearly conceal 
a higher degree of underemployment. The revival of 
activity during 1965 was felt more through an increase in 
hours worked and rising output per head than through 
an increase in numbers employed. In France, industrial 
employment and hours worked fell slightly in 1965 as 
a whole, but this was more than offset by rising employ- 
ment in construction and the service trades. As in Italy, 
the revival in industrial output during the second half of 
1965 brought about an increase in output per head. In 
Switzerland the decline in employment in industry was a 
direct effect of the measures for reducing the number 
of foreign workers. In Jreland an unusually large decline 
in the number of persons engaged in agriculture coincided 
with a smaller increase than usual in the number of 
persons engaged in industry. Hence, despite a fairly 
rapid increase in the numbers engaged in construction, 
total numbers at work declined. There were only negligible 
changes in the level of unemployment and net emigration. 
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TABLE 11 


Wage- and salary-earners in manufacturing industry in certain western European countries 
| and the United States, 1963 to 1965 


Ayerage 1962 = 100 


АО on Le) se © 


min Sars. fe 


Switzerland? . . 
United Kingdom @ 
United States. . . 


Sources : ECE, Statistical Indicators of Short-term Economic Changes in ECE 
Countries; OECD, Main Economic Indicators; and national statistics. 


@ Figures refer to January, April, July and October. 
о End of period figures. 


Elsewhere, there was little slackening in pressure. In 
Belgium, numbers employed in industry have hardly 
changed, but the number of hours worked has fallen 
especially in the sectors most affected by the slackening 
of output. In the United Kingdom, employment and 
unemployment do not appear to have responded yet to 
the slower rise in output. The levels of total employment, 
and of industrial employment, have continued to rise 
during 1965, and unemployment continued to fall up to 
the beginning of 1966. But the small rise in employment 
was more than offset by falling hours of work.” 


Thus, the basic feature of the European labour markets 
in 1965 has remained the over-straining of resources. 
71 Total civil employment increased about 1 per cent during 1965 


and industrial employment a little more. Average hours of work in 
industry fell by about 2 per cent during the year.” 


© Figures refer to February, May, August and November. 


@ Excluding Northern Ireland. Revised figures, not yet available in detail, suggest 
that the figure for 1964/II should be increased by about one-half per cent, 
and that for 1965/II by one per cent, with corresponding changes between and 
after that date. 


This is shown by the demand/supply relationship which 
is represented by the ratio between unfilled vacancies and 
unemployment (see Table 12). The excess of demand has 
increased considerably, throughout 1965, in western 
Germany, Norway, Sweden and even in the United 
Kingdom. In Austria, the ratio between unfilled 
vacancies and unemployment has remained as high as in 
1964. In the Netherlands some relaxation of the pressure 
observed in 1964 is perceptible, but the tensions remain 
acute. Even in Belgium, where the slower rate of ex- 
pansion had clear effects on diminishing overall pressures, 
shortages persist in some sectors and at some levels of 
skill. 

In France demand pressure had eased for all major 


occupational groups. Of course, this does not exclude 
local tensions due to geographical maldistribution and 


TABLE 12 


Number of unfilled vacancies per 100 persons unemployed in selected western European countries 


I 


1963 1964 1965 
god I п ш ТУ I II ш ТУ I п ш IV 
PAUSUTIAs ete ese 28 120 157 63 27 113 133 51 30 112 137 56 
Belgiumen see =e 17 37 38 29 26 33 30 17 13 19 18 12 
ово. Кох 48 62 69 49 45 62 59 25 18 27 28 19 
Western Germany 146 457 593 308 197 494 657 386 236 623 828 454 
Netherlands 209 559 555 381 325 673 613 377 283 545 524 329 
INOCWOY оо { 46 54 12 13 62 66 20 20 88 112 32 
WOE imc а icles ue ВОО O20 ter 200. 142 255 328 219 155 350 495 Bol 
United Kingdom? . 23 Se 48 47 58 93 106 93 93 142 141 112 


Аи a 
Sources : National statistics. 

@ Unfilled vacancies per 100 applicants excluding repatriates. 

Ь Excluding Northern Ireland. 


“construction, w’ 3 
workers and unskilled labourers—two occupations 


the service occupations. In the United Kingdom in Septem- 
ber 1965 the pressure of demand was still considerably 
greater than a year before for miners and skilled workers, 


especially in the engineering and textiles industries. №. 


general shortage is shown for less-skilled occupations. 
An easing of the labour market in the course of 1966 is 
expected. “eae | ~~ 


(b) Development of labour migration 


The supply of manpower from internal sources was 
— in general — very limited in 1965. Apart from France, 
where the increasing number of school-leavers entering 
the labour market was particularly important, the new 
supply of domestic manpower in western European 
industrialized countries was less in 1965 than in 1964, 
or, even, negative. In western Germany the domestic 
labour force continued to decline; without the recruit- 
ment of an exceptionally large number of immigrants, 
tensions on the labour market would have been even 
more acute. The number of foreign workers has, in fact, 
increased by 230,000, or 23 per cent, to 1,217,000, be- 
tween September 1964 and September 1965 and has 
accounted for more than the total increase in the em- 
ployed labour force. The exceptionally abundant supply 
of foreign labour in western Germany in 1965 is partly 
the result of the depressed labour market situation in 
Italy. The increasing propensity of Italian workers to 
emigrate (or of Italian immigrants to postpone the return 
to their homeland), and its coincidence with the Swiss 
restrictions on immigration, have temporarily benefited 
the west German labour market. The number of foreign 
workers in western Germany in 1965 indeed increased 
by about 75,000 more than it did in 1964, a figure which 
corresponds to the increase in the number of Italians 
working in western Сегтапу.?3 After several years of 
steady decline, the proportion of Italians in the foreign 
labour force in western Germany stabilized in 1965 at 
about 30-рег cent. 


Net emigration of Italian workers го the Benelux 
countries and Sweden also accelerated. In spite of the 
preference granted to Italian immigrants, the number of 
workers entering other Common Market countries from 
southern Europe still by far exceeds thé number of 
Italians, as the following table shows. 


12 This point, a typical feature of the French labcur market in 
recent years, was developed in the Economic Survey of Europe in 
1964, Chapter П, р. 30. 


8 The number of Italians barely increased in the two preceding 
years. 


> ао : 

Turkey eres oS yo URE к. 
Portugal. ..... 0.7 48.6 94 пы 

Other countries® . . 13.7 34.8 339 а 
38.5. 150.4 931 ес. 


Sources : National statistics. ie art 3 ’ 
@ New permits issued in the twelve months ending October (Belgium) or November 
(France). : - ; : 
5 Increases in the number of foreign workers between September 1964 and Septe: 
ber 1965 in western Germany and between June 1964 and June 1965 in the 
Netherlands. я 
€ Mainly Moroccans in Belgium and the Netherlands; Moroccans, Tunisians and 
Yugoslavs in France; Yugoslavs, Africans and Asians in western Germany. 
_ Algerians in France are not covered. 


This may be partly because the recession in Па in 
1964 and early 1965 resulted in a surplus of less-skilled 
workers, especially in building, for whom demand in the 
labour-receiving countries was weak in 1965. The 
recession did not result in any sizable increase in open 
unemployment of trained workers, especially metal — 
workers, for whom there were plenty of vacancies in the - 
immigration countries.”* Increases in industrial wages — 
during recent years made employment abroad, for the 
already trained and employed industrial worker in Italy, — 
much less attractive than hitherto. Higher industrial wages | 
in the labour-receiving countries continued, however, 
to exert a powerful attraction for Greeks, Turks and 
Spaniards. ; 


In the Netherlands, the number of. foreign workers о 
increased, between June 1964 and June 1965, by about 
one-third, from 45,000 to 60,000.7> About four out of five 
of the new immigrants found jobs in industry. In Sweden, 
the rise in the number of immigrant workers between 
September 1964 and September 1965, of some 15,000, 
was three times greater than in the two preceding years. 
Other Scandinavians, mainly Finns, have continued to 
play their important role (traditional in the postwar 
period) in immigration into Sweden. But they have lost 
ground, in 1965, to other nationalities, among them 
Southerners. While in 1964 Finns accounted for most of 
the increase in foreign labour in Sweden, in 1965 they 
made up only one-half of it. This is a new feature of 
immigration into Sweden. Immigration of Yugoslavs, 
especially, has tended to develop as a result of deliberate 
policy; a Swedish recruitment commission has been 
established in Belgrade. Concern has indeed been recently 
expressed in Sweden about the danger of the gradual 


= Italian firms tended to “ hoard ” workers, especially the good 
ones, in readiness for the revival of activity; at the same time, 


employment of workers in these sectors was more protected by trades 
unions. 


7? The increases during the years ending in June 1963 and June 
1964 were respectively 4,000 and 10,000. Belgians are excluded from 
control, and thus are not included in those figures. They should be 
about 20,000, mainly borderers. 


Austria, where it was originally planned to recruit 


ally below the numbers established by bilateral 
nents, with labour-sending countries: conditions 
mployment in Austria do not appear to be good 
ugh to compete with those in other labour-receiving 
opean countries. 


mC) Wages, productivity and labour costs in industry 


The movement of wages and salaries in 1965 shows a 
rough correlation with the employment situation.”® With 
few signs of easing of pressure on the labour market, 
industrial wages continued to increase rapidly in Austria, 
Denmark, western Germany, the Netherlands, Norway, 
Sweden, Switzerland and the United Kingdom. On the 
other hand, in France and Italy, where the pause resulting 
from stabilization policies affected the labour market, and 
in Ireland there were smaller wage increases than in 1964. 


In Austria 1964 had been a “ wage-pause ” year: wage 
rates were kept stable, but the wage drift was considerable. 
In the first half of 1965 several wage agreements con- 
solidated into wage rates the wages actually paid, so that 
wage drift declined. In Denmark the wage and salary 
increases resulting from the new collective agreements of 
spring 1965 exceeded by far the admissible limits suggested 
by the Board of the Economic Council, mostly because 
bigger increases than usual were agreed in negotiations 
on special claims at the branch and local levels. Together 
with several cost-of-living adjustments and a probably 
normal rate of drift, it may be estimated that in 1965 
hourly earnings rose by nearly 12 per cent —and not 
8-9 per cent as was officially hoped early in the year. 
In western Germany the continuing over-straining in the 
labour market led to a further significant rise in wages 
and salaries. Wage-rate increases maintained in 1965 the 
rapid progress already shown in 1964, but the wage drift 
became more accentuated. The shortening of the working 
week and longer paid holidays also contributed to 
increase in wage costs. In Jreland, 1965 was the second 
year of a two-year wage agreement which began with a 
12 per cent general rise in wage rates. In the Netherlands 
wage rises have been the dominant feature of the economic 
situation during the past two years. A rise in industrial 
wage rates of 9 per cent in 1965 followed the “ wage 
explosion” of 1964. The big increases in negotiated 
rates in the last two years were expected to absorb much 
of the previous wage drift. This seems to have been 
successful; in both 1964 and 1965, actual earnings appear 
to have risen about the same as negotiated rates. In 
Norway the rise in wage rates was somewhat greater than 
the rather modest increases in 1963 and 1964. However, 
the central negotiation on 1965 contracts at the beginning 
of the year was regarded as a success for moderation. 
After consultations in the “contact committee” (be- 
tween Government, farmers, unions and management), 
the parties came to an agreement on a 412 per cent increase 


78 For brevity, “ wages ” in this section normally includes salaries. 


ion of a “southern proletariat”, on the Swiss 


numbers of Southerners, foreign labour is still sub- 


in. wage rates 77 accompanied ‘by increased subsidies and 

igher incomes for agriculture and fishing. The increased 
subsidies, together with the favourable development of 
import prices, helped to keep the consumer price index 
well below the “red line”, above which new wage 
negotiations would have to be opened. The rise in hourly 
earnings in 1965 as a whole was 7-8 per cent. In Sweden 
the negotiated wage increase for workers in mining and 
manufacturing in 1965 was calculated to yield just over 
3.75 per cent and wage drift amounted to just under 
5.5 per cent. Actual hourly earnings thus -increased, 
between 1964 and 1965, by about 9 per cent.”8 In the 
United Kingdom, where the expecied easing of the situa- 
tion in the labour-market is still to come, the rise in 
weekly wage rates at just over 4 per cent in 1965 as a 
whole was slightly less than in 1964. But increasing wage 
drift and overtime, resulting largely from extensive 
reductions in standard hours of work, brought the rise 
in hourly earnings in 1965 as a whole up to 7 per cent, 
rather more than in 1964. The relation of these events 
to the Government’s new incomes policy is examined 
in section 6 (see pages 62-65). 


In Belgium, in spite of the slight relaxation in the 
labour market, the rise in negotiated wage rates Was of 
the same order as in 1964, about 8 to 9 per cent. Two 
factors have contributed to the rise in negotiated wage 
rates: first, the link with the cost-of-living -index has 
provoked, during the year, two automatic increases; 
second, the equalization of women’s and men’s wages, 
for equal jobs, also had the effect of raising the average 
wage rate. As already mentioned, in France and Italy 
the cyclical pause caused some deceleration in wage 
increases, but there was still a 6 per cent rise in hourly 
earnings in France, and at least as much in Italy. ° 


In Switzerland the rise in wage rates does not appear to 
have steepened in 1965: wage rates in industry and 
building rose by 5 per cent in the full year 1965, as against 
almost 5 № per cent in 1964. It is difficult to judge whether 
wage increases have been moderated by the restrictions 
on demand; it seems unlikely, judging from the con- 
tinued pressure on the labour market after the abrupt 
limitations in the number of foreign workers. Wage drift 
was considerable and led hourly earnings -to rise at a 
slightly lower rate than in the previous year, about 
7 per cent. 


The effect of wage rises on unit costs, which depends 
on the extent to which they have been offset by progress in 
labour productivity, is shown in Table 13; the figures are 
limited to industry and to those countries for which fairly 
comparable data on changes in output per man-hour and 
in hourly earnings are available.”® As stressed in past 
SURVEYS, experience shows that, especially in the short 


77 Of which 114 per cent was the second stage of the 1964 
Agreement. 

78 With an increase in employers’ contributions to the National 
Supplementary Pension Fund and an additional three-days’ holiday 
for large categories of employees, labour costs per man-hour in 
industry increased by about 11 per cent. 

79 A fuller account of the influence of wage increases on costs in 
the whole economy, over the whole period since 1961, will be 
found in sub-section (e) below. 


1963 1964 1965* 


Austria. . .. . Output рег man-hour : 6.9 8.1 3.9 
Hourly earnings?. . . 6.8 89 10.3 
Unit labour costs. . . | —0.1 0.7 6.2 


Belgium .... Output per man-hour . 53 60 5.4 
Hourly earnings .. . 8.4 10.8 9.6 
Unit labour costs. . . 29 45 40 


France . . . « » Output per man-hour . 3.1 dh meso 
Hourly earnings®. . . =U Dope ye haa 
Unit labour costs. . . 5.7 —0.4 2.1 


Western Germany Output per man-hour . 66 88 5.6 
Hourly earnings ... 7.4 9.7. 9.7 
Unit labour costs. . . 0.8 O8 3.9 


Ireland . . . . . Output per man-hour с (7226.7 38 
Hourly earnings’. . . 335-1235 4.0 
Unit labour costs® . . 1.8 5.4 0.2 


Netherlands . . . Output per wage-earner 5.9 8.2 7.0 
Weekly earnings? . . 8.2 15.0 10.2 
Unit labour costs. . . 220.3 3.0 


Norway .... Output рег man-hour . 5.8 5.1 2 
Hourly earnings ... 5.4 5.9 8.9 
Unit labour costs. . . | —0.4 0.8 1.6 


Sweden. . . . . Output per man-hour с 3.6.55 6. Seer. 
Hourly earnings’. . . 8.6 6.4 10.5 
Unit labour costs® . . 4.8 —0.1 1.7 


Switzerland . . . Output per man-hour . 51 4.6 5.4 
Hourly earnings ... 8.0 ЭТ 
Unit labour costs. . . 48 3.4 1.6 


United Kingdom Output рег man-hour @ РИ т” В ДЕ 
Hourly earnings?. . . 4.4 66 7.6 
Unit labour costs? . .| —0.8 0.2 48 


United States . . Output per man-hour 4 3.9 4.1 2.8 
Hourly earnings?. . . 2 e828 p32 
Unit labour costs* . . | —1.0 —1.2 0.4 


Sources : National statistics. 


Nore. — In interpreting this table the following data need to be borne in 
mind: in all countries shown except the Netherlands and the United Kingdom, 
earnings refer to wage-earners and not to all employees. In all other countries 
except France and western Germany, “ hours worked ” also covers wage-earners 
only. In all countries except Austria, Belgium and Sweden, employment refers 
to wage- and salary-earners. Consequently few inter-country comparisons can be 
made without the implied assumption that changes in earnings for salary-earners 
are subject to the same trends as those for wage-earners. Further, the industry 
coverage of hours worked and hourly earnings may not always be identical and 
may not be the same as the coverage of output and employment. Finally, the time 
period in 1965 covered is typically greater for output and employment than for 
hours worked and hourly earnings, and secretariat estimates for trends in these 
latter had to be made. The table does not, except in the case of Sweden, take 
changes in labour costs deriving from changes in employers’ contributions to 
social security into account. For all these reasons the table needs to be interpreted 
with considerable caution not only for inter-country comparisons but also for 
inter-temporal comparisons. 

@ Including construction, 

о АП employees except those in agriculture and public administration, 
< Mining and manufacturing only, 

а Manufacturing only. 


~ run, changes in output and in output per man are closely 


associated.®° : igen 
In only two European countries, among those liste 
in Table 13, did the rise in output per man-hour accelerate 
appreciably in 1965: Norway and. Sweden. In both cour - 
tries progress in labour productivity was large enough 
to offset wage rises to a major extent, although not cor п 
pletely, and consequently rises in unit labour costs could 
be contained within narrow limits. In Belgium the increa зе 
of output рег man-hour in 1965 was a little less than in 
1964, and, with earnings rising at about the aes 
year’s rate, the rise in labour costs did not differ much 
from that in 1964. Except in Switzerland, rises in output 
per man-hour in 1965 were considerably less than in the 
previous year. Where increases in hourly earnings di 
not slow down (Austria, western Germany and the 
United Kingdom) the rise in unit labour costs also 
speeded up considerably. The only countries where unit 
labour costs rose less than in 1964 were the Netherlands, 
Switzerland and Ireland. : 


Rises in unit labour costs, which have been a common 
feature of western European countries during the last few 
years, contrast remarkably with stability of unit labour 
costs in the United States. In that country, annual 
increases in wages have been unusually moderate through- 
out the expansion, in relation to productivity trends and 
also in absolute terms. In 1963 and 1964 increases in” 
hourly earnings were more than offset by productivity 
gains, and unit labour costs tended to decline slightly. 
In 1965, both output and employment rose considerably, 
but: employment speeded up more and output per man- 
hour increased less than in the two preceding years. The 
combined effect of a smaller productivity rise and a slightly 
bigger rise in wages was a small increase in unit labour 
costs in the year as a whole. 


Prospects for wages 


Prospects for wage developments in 1966 may be 
summarized. In Denmark, wage rate increases of 3 per 
cent took place in March 1966 in accordance with the 
two-year agreement in early 1965; in addition, another 
3-314 per cent increase is due in the form of two cost- 
of-living adjustments in April and October. In Finland, 
where the two-year agreements have come to an end, a 
central agreement for a new three-year period has been 
reached as a basis for industry agreements; it provides for 
a wage increase of 3 per cent on 1 February 1966 and a 
further rise of 2.4 per cent on 1 June and for further 
increases in 1967 and 1968. An index clause provides for 
further-adjustments in 1967 and 1968 if prices rise. The 
increase implied for 1966 far exceeds the 3 per cent 
which, according to official opinion, could be absorbed by 
productivity increases without causing disturbance to the 
price level. In France, the Government seems confident 
that, in the absence of major tensions in the labour 
market in 1966, it will be not too difficult to restrain wage 
claims. But it is not certain that the large increase in the 
labour force expected in 1966, partly represented by 
untrained school-leavers of the postwar generation, will 


80 See especially Economic Bulletin for Europe, Vol. 13, No. 2, and 
Economic Survey of Europe in 1964, Chapter II. 


immediate important role in the labour supply. | 
probably reasonable to expect some speeding up of 


_ In western Germany the Council of Economic Advisers 
gested that a 6 per cent wage increase should be 
garded as maximum — 4 per cent for productivity and 
per cent for adjustment to consumer prices. The negotia- 
ons over the “ key ” metal workers’ contract resulted in 
a 6 per cent increase in weekly rates from 1 January 1966, 
added to a 3 per cent increase in July 1965, but the 
employers’ pressure for postponing the operation of the 
40-hour week from July 1966 to January 1967 has been 
successful. Other claims are mostly for at least this much. 
Taking into account a certain amount of drift, it seems 
likely that average weekly earnings will rise 9-10 per cent 
‘in 1966. 
_~ In Ireland, the trades unions have claimed as feasible an 
increase of £1 per week but have also suggested this as a 
maximum rise for 1966; this would improve the relative 
position of lower-paid workers. The Government has 
‘stated that a general increase of this magnitude would 
increase the incomes of wage- and salary-earners by about 
Ти per cent, compared with the 3 per cent rise which 
they regard as the maximum compatible with reducing the 
balance-of-payments deficit to a more normal level. 
Negotiations for a central agreement (continuing the 
first central agreement, for two years, reached in 1964) 
have broken down and industry bargaining will be 
restored. 


In the Netherlands, where for two consecutive years 
earnings have risen far beyond the official guidelines, a 
further revision of the methods of wage determination has 
become inevitable and is now under consideration. For 
1966, the Government and the Foundation of Labour 
“ recommended ” for 1966 a maximum increase in nego- 
tiated rates of 6-7 per cent. The Central Planning Bureau 
forecasts in the 1966 plan that this will imply a rise in 
average earnings of 9-10 per cent, including the normal 
allowance for special cases and for wage drift; the increase 
could be even larger, judging from the persisting tensions 
in the labour market and the difficulties already met in 
recent wage negotiations. One aspect ofthe recent wage 
explosion in the Netherlands — 38 per cent during the 
last three years, more than double the official target 
— must be taken into account: the levels of wages per 
head within the European Economic Community have 
tended to converge, and the high rise in wages in the 
Netherlands during the last three years, from this angle, 
can be seen as a delayed catching up with the levels in 
other countries in the Community.*! In Norway the main 


81 According to a calculation by the EEC Commission, based on 
conversions assuming official exchange rates, the labour cost per 
hour worked in the Netherlands, even after the wage explosion in 
1964, was still somewhat below that of all other countries in the 
Community, including Italy. Social charges are included. See 
Communauté économique européenne, Commission, Exposé sur 
Lévolution de la situation sociale de la Communauté en 1964, 
August 1965. See also La situation économique de la Commu- 
nauté, December 1965. The wage explosion Ш. 1964 (according to 
A. Kervyn) was not the sign of a failure of incomes policy, but 
rather the inevitable consequence of a “too long success 2 Не 
concludes that the system of wage determination which has proved 
so efficient in a particular historical stage of development of the 
Dutch economy cannot be continued in a radically changed economic 


wage 


о. 


agreements 


for revision soon after. The price and income agreements 
for agriculture and fishing expire in the summer. The 
Government hopes to continue to co-ordinate these price 
and wage settlements, and in December appointed an 
independent expert group to report confidentially to the 
contact committee on the economic background. Two 
factors are likely to influence the wage settlement in 
opposite directions. One is the relatively big increase in 
real earnings which took place in 1965 (4.4 per cent 
compared with 0.9 per cent in 1964); the other is the fact 
that “ 1965 was the second year in succession which saw 
real wages and salaries rise by less than the growth in net 
domestic product per man-year which in 1964 and 1965 
was 5.8 per cent and 5.0 per cent respectively”. 8? In 
Sweden a protracted deadlock in central wage negotiations 
was broken in April 1966, when a mediation commission’s 
proposals were accepted. A three-year agreement provides 
for a gradual reduction in working hours and wage- and 
salary-increases, estimated to add at least 8 per cent to 
earnings this year, with further increases thereafter. In the 
United Kingdom a moderate slowing down in the rate of 
increase of rates and earnings may be expected: the ma- 
chinery for central review of all wage claims by the Trades 
Union Congress, and for detailed inquiry into selected 
claims by the National Prices and Incomes Board, should 
begin to have more effect on wage-rate agreements; the 
transition to a nominal 40-hour week has gone more than 
half-way to completion; and with less pressure of demand, 
the rate of wage drift may decline. A rise in average 
earnings of 6 to 7 per cent for 1966 as a whole has been 
forecast.®% 


(d) Consumer prices 


Chart 3 shows the developments of consumer prices 
in selected western European countries throughout the 
past three years. In the countries subject for two or three 
years to general deflationary measures, Belgium, France 
and Italy, the consumer-price index showed a tendency 
to flatten out during 1965, especially in the second half of 
the year. In the United Kingdom, where policy restraints 
on demand were effective from early 1965, the sharp rise 
in April was the result of extra indirect taxes; since then, 
the increase in prices has been relatively small (1.7 per 
cent from May 1965 to January 1966). In Switzerland, on 
the contrary, while the deflationary measures may have 
reduced “overheating” in the economy, the accom- 
panying restrictions on immigration may have con- 
tributed to speeding up the price rises. In Norway the 
increased subsidy to agriculture and fishing and a favour- 
able development of import prices (especially of those 
items carrying an important weight in the consumer 
expenditure bill) concerted to a moderate rise in prices: 
consumer prices were practically stable in the second half 
of the year. In the Netherlands, where wage rises have 


climate. See A. Kervyn, “Politique des revenus: l’expérience 
hollandaise ”, in Revue d’économie politique, May-June 1965. 


82 See Okonomisk utsyn over dret 1965 (Economic Survey 1965), 
Oslo 1966. 


88 National Institute Economic Review, February 1966. 


\ ts expired on 1 April. The agreement cover- 
ing central and local government employees will come up 
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continued to exert upward pressures on costs, a disap- 
pointing potato crop has contributed to price increases. 
Consequently, in spite of a minimal rise of import prices, 
the consumer price index for 1965 was on the average 
5 per cent above 1964. The same factors have played a 
role in price increases in Austria, but the exaggerated 
weight carried by the food item tends to magnify rises in 
the: consumer-price index due to temporary scarcities 
in seasonal products. These were particularly severe in 
1965, especially in the summer, which explains the 
strong rise in the index in 1965; consumer prices have 
been, on the average in 1965, 5 per cent higher than in 
1964. In Denmark rises in indirect taxes and higher prices 
for agricultural products have been the most important 


factors in the increase in consumer prices, but the “ price- 
wage ” spiral, through the frequent sliding scale adjust- 
ments of wages, has also played a role. In Sweden, the 
raising of indirect taxes in July 1965 led to a price 
increase of 2.5 per cent, which accounts for about one- 
half of the average rise in 1965. In western Germany con- 
sumer prices rose slightly more than in 1964, but the rate 
of increase, less than 3 per cent, was no higher than in 1962 
or 1963. 

Chart 4 shows, for five western European countries for 
which relevant data are available, and also for the United 
States, the different contributions to the rise of consumer 
prices in each year from 1961 to 1965 of the four main 
items: food, rent, all goods except food, and all services 


except rent. percentage contribution of each item 


to the total price rise is indicated in each bar (= 100), 
while the overall average price rise in the year is written at 


_ the top of the bar. At the left-hand side of each country 
chart, a bar indicates the 1960 weights. 

In almost all countries, the contribution of the services 
item to the total rise was greater than the weight of this 
item in the index, which means that prices for services 
tended to rise more than average. This is a structural 
feature—a consequence of increasing demand for 
services, of the limited scope for productivity increases in 
several service trades, and of their lesser exposure to 
external competition. Rents also tended to contribute to 
price rises more than the weight carried in the index 
(though not in the United States), partly as the result of 
adjustments in rent control. Prices of non-food goods in 
nearly all countries contributed less to the total price 
increase than their weight. The contribution of food prices 
to the total rise in all five years was greater than the weight 
in France, while in western Germany, Italy and the 
United Kingdom it tended to be less. 


In 1966, pressures on prices from the demand side 
should not, in general, be excessive, since economic poli- 
cies are rather restrictive, or only cautiously expansive, 
and the rates of growth expected rather modest. However, 
cost inflation remains a serious threat to stability, espe- 
cially in countries where the labour market is still very 
tight. The question is whether the braking effect of demand 
restraint on the upward trend in wages is likely to be as 
strong as the effect on growth of output per worker. But 
in France and Italy, where a revival of activity is expected, 
increases in productivity should be considerable, as is 
usual in the early phases of output recovery, and should 
largely offset rising costs. In certain countries, including 
Belgium, France and the Netherlands, however, price in- 
creases are expected from “autonomous” factors (which 
are often retarded adaptations to former cost rises), such as 
increases in rent, public enterprise tariffs and other prices 
controlled by the government, and proposed and poten- 
tial increases in indirect taxes. The official forecasts of 
slower price rises in 1966 assume normal weather condi- 
tions, which would lead to supplies of agricultural pro- 
ducts larger than in 1965, and also stable import prices. 


(e) Changing cost structures in western Europe 
in the early nineteen-sixties 


The first half of the current decade has witnessed an 
acceleration in wage increases. Out of ten western Euro- 
pean countries, only in France did average hourly earn- 
ings rise less in the period 1959 to 1964 than in the period 
1953 to 1958.34 There are several reasons for this accelera- 
tion. Firstly, by the beginning of the decade the economies 
of western European countries had all developed to the 
point where labour shortages were being experienced. 
Secondly, because of special factors in the agricultural 
sector, food prices tended to rise faster than before and 
thus pushed up the cost of living. Thirdly, there were such 
special conditions as the collapse of the Dutch wage 
policy. This acceleration in wage increases was not accom- 


84 Survey for 1964, Chapter II, Table 2, р. 5. 


_ panied by a like acceleration in price increases (with the 


clear exception of Italy) and, in the following paragraphs, 
changes in Re ae cost items are described in an 
effort to identify those which have moderated price in- 
creases in the period 1961 to 1964. However, no attempt is 
made to analyse the intricate causal relationships which 
exist between these various cost components. The analysis 
proved suitable for most western European countries 
though absence of the appropriate data has meant the — 
exclusion of Denmark, Ireland and Switzerland. Follow- 
ing the analysis for the period 1961-1964 there is a rather 
less complete review, frequently based on estimated data, 
of changes in the various cost components in 1965. This 
is carried out in an attempt to determine the extent to 
which previous trends have been modified. 


(i) The method | 


The analysis is highly aggregative. The price change © 
analysed in each of ten countries is the single figure of the | 
“ price ” change of all goods and services produced or 
imported — that is, of gross domestic product plus — 
imports of goods and services. For brevity this is des- 
cribed as “ final expenditure ” and thus embraces changes 
in the prices of private and public consumption, fixed ' 
investment, exports and stockbuilding.®®° Changes in the 
unit value of total final expenditure are derived by divid- 
ing current (market) price estimates of this series by the 
constant (market) price series. This yields a current 
weighted average value index which is affected by changes 
in the distribution of expenditure over various items as 
well as by changes in the prices of individual goods and 
services. Changes in the price index of total final expen- 
diture (or even of its private consumption component) 
will not, of course, be exactly, or even approximately, 
matched by changes in retail prices or cost-of-living 
indices. 

Changes in the price element of total final expenditure 
are analysed in terms of the costs associated with the fol- 
lowing items: the total compensation of employees 
(hereafter referred to simply as “labour ” or “ wages ”); 
imports of both intermediate and finished goods and ser- 
vices; indirect taxes less subsidies; and a residual which is 
the value of final expenditure at current market prices less 
these other elements. Changes in the values of each of 
these components, when divided by changes in total final 
expenditure at constant prices, yield changes in the cost 
of each component per volume unit of final expenditure. 
Thus, we examine changes in unit labour costs, unit 
import costs, unit indirect tax costs and unit residual 
costs which, when taken in conjunction with their 
“ weights ” in total final expenditure, fully explain chan- 
ges in the price dimension of final expenditure.®* 


85 Ideally, stock appreciation should be eliminated from the 
analysis, In general, it should be noted that the data on which the 
analysis As based — mainly national accounting statistics — derive 
from estimating procedures of varying qualities and that little signifi- 
cance can be attached to small differences and changes. 


86 This method of analysing the price changes and their cost 
components is by no means new. For example, a very similar, but 
rather more refined, approach is used by J. C. R. Dow in “ Analysis 
of the Generation of Price Inflation; A Study of Cost and Price 
Changes in the United Kingdom 1946-54 ”, Oxford Economic 
Papers, October 1956, p. 252, and February 1957, p. 107. 


к. TABLE 14 
| Changes in unit labour costs (labour costs per unit of final expenditure) and their determinants, 1961 to 1964 


4 х Index for 1964, 1961 = 100 

Я Unit labour Average annual Unit labour 

re Country Е oe apace ects аа о ae EES PS eee 2 Sei 
а Index Rank Index Rank Index Rank Index Rank Index Rank 

: Austria AS eS, ЗЫ. reer 108.7 6 111.5 ih 129.1 ql 86.4 3 88.8 4 
Belgium ga SS ee 107.5 9 113.5 6 131.5 6 86.0 4% 89.3 3 

| Е И 114.5 2 124.3 Zz 142.6 2 87.2 и 88.6 5 
ана а 112.7 3 117.2 4 138.4 4 84.7 . 9 86.7 9 

Western Сегтапу .... 108.0 7 110.0 8 128.2 8 85.8 6 88.5 6 

а 119.5 1 137.8 1 166.8 1 82.6 10 84.3 10 
“Netherlands ...... 110.8 4 119.5 3 139.4 3 85.7 al 90.5 72 
А roe. ete ee 105.9 10 108.7 9 12733 9 85.4 8 87.7 7 
Sweden ap ae ee 110.3 5 114.3 5 132.9 5 86.0 4% 86.9 8 

United Kingdom 107.6 8 107.3 10 117.6 10 91.2 1 91.8 1 


Source : See Table 20, basic data. 


Before examining, in turn, the actual impact on prices 
of changes in these elements, it is instructive to review 
their constitution and the manner in which they might 
influence final expenditure prices. Changes in unit labour 
costs can result both from changes in average earnings 
(wages, salaries and social charges paid by employers) per 
worker and from changes in the number of employees 
per unit of final expenditure at constant prices. It is pos- 
sible to examine changes in these two components separa- 
tely. It should be noted that the latter, which can be 
conveniently referred to as changes in unit labour inputs, 
is not exactly the reciprocal of the usual concept of labour 

_ productivity, which is derived from output not total final 
expenditure. In Table 14 both series are shown for 
comparison. 


Similarly, a change in unit import costs can result both 
from a change in import prices and from a change in the 
proportion, measured in physical terms, of imports in 
total final expenditure; a rise in this proportion, which is 
referred to as the “ unit import content ”, tends to offset 
any fall in import prices,®” and vice versa. A more reveal- 
ing analysis of the price impact of changes in import costs 
than that attempted here would need to be based on a 
division of total imports into two categories: those which 
are used as inputs in the productive system; and imports 
purchased directly by final users. Without this refinement, 
the interpretation of changes in unit import contents is 
somewhat complex, since they can be caused by any of 
three factors: improvements in technology which allow a 
larger number of units of output to be produced from a 
given quantity of imported material; substitution be- 
tween imported raw materials and domestic factors of 
production in the production process; and substitution 
between imported and domestically-produced finished 
products. Whilst, in principle, any of these three items 
could give rise to changes in the unit import content, the 


87 In this analysis the import price index is that implicit in the 
difference between changes in the values of imports of goods and 
services at current and at constant prices. In general, this will differ 
from the normal price indices of merchandise c.i.f. 


first is unlikely to have been very important during the 
short period examined. In fact, the large extent to which 
manufactures figure in the total imports of western 
Europe suggests that it is the third of the above factors 
which is the most important. 


Imports of manufactures 8 as a percentage of total imports, 1964 


(Percentages) 
С 67 На 45 
Belgium. .... 60 Netherlands 61 
Finland s..-s. «2. + 68 Norway .... 70 
France нь 50 Sweden. .... 67 


Western Germany 46 United Kingdom. 37 


Sources: OECD, Commodity Trade: Imports, Series C, 
January-December 1964; and United Nations Commodity Trade 
Statistics, Series D, 1964. 


Changes in net indirect tax costs per unit cannot sen- 
sibly be divided, like unit labour or input costs, between 
changes in unit inputs and changes in (factor) prices. 
However (although this was not attempted in the present 
analysis), in principle these changes could be broken down 
further between, on the one hand, changes in tax/subsidy 
rates per unit of goods and services taxed or subsidized 
and, on the other, changes in the pattern of expenditure 
as between taxed or subsidized and other goods and 
services. This distinction needs to be borne in mind when 
reviewing changes in unit tax costs. 


The residual comprises a very mixed bag of incomes, 
the proportions of which vary from country to country. 
Principally, it includes: depreciation; the trading profits 
of incorporated enterprises; trading profits of public 
enterprises; total incomes of independent traders; and 
rents. While it is not possible to distinguish, on a com- 
mon basis, the various components of the residual in all 


88 The figures, in fact, correspond to SITC classes 5-8 (chemicals, 
manufactured goods classified chiefly by material, machinery and 
transport equipment and miscellaneous manufactured articles) 
which, by covering certain semi-processed goods, strictly relate to a 
category that is wider than “ manufactures He 
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Source ; See Table 20, basic data. 


the countries examined, it has proved possible to review 
the varying impacts of changes in different components of 
the residual for certain countries.®® 


(ii) Labour 


The data in Table 14 show that whilst the impact of 
wage increases on unit labour costs was everywhere tem- 
pered, as usual, by decreases in unit labour inputs 
(essentially by rising productivity) in no country was 
the latter sufficient to prevent a rise in unit labour 
costs. Attention has already been drawn to the fact 
that wage increases were unusually high in this period. 
The largest increase, of 67 per cent, was registered in 
Italy; and the smallest, in the United Kingdom, was as 
high as 18 per cent. Wage rises in the other nine countries 
ranged from 27 per cent to 43 per cent. Three countries — 
Finland, the Netherlands and France —are bunched 
towards the higher end of this range, and five — Sweden, 
Belgium, western Germany, Austria and Norway — 
towards the lower end. In all countries, decreases in 
labour inputs per unit of final expenditure were larger than 
the falls in labour input per unit of GDP (the reciprocal 
of productivity), reflecting the general tendency for the 
import component to rise (see below). These decreases in 
unit labour inputs lie within a narrower range than the 
wage increases; the largest decrease, in Italy, was 17 per 
cent and the smallest, in the United Kingdom, 9 per cent. 
The implication of this is that the country pattern of 
rises in unit labour costs is, in the main, determined by 
the country pattern of wage rises; indeed, the rank 
correlation coefficient of these two series is almost unity. 
It can also be seen from the table that in every country the 
rise in final expenditure prices is less than the rise in unit 
labour costs. And whilst the range of increases in final 


89 For some countries, there is no separate figure even for total 
corporate profits. If suitable profits figures existed and if satisfactory 
estimates of capital stock were also available, then, in parallel with 
the treatment of labour, changes in unit profits could have been 
broken down into changes in the “ return to capital ” and in unit 
capital inputs. The absence of comparable statistical series prevents 
this treatment. 


Changes in unit import costs (import costs per unit of final expenditure) and their determinants, 1961 to 1964 
Index for 1964, 1961 = 100 
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expenditure prices is much зтаШег —the highest, 
192 per cent, is recorded in Italy, and the lowest, 744 per ' 
cent, in the United Kingdom — than the range of rises in. 
unit labour costs, their pattern is very similar to that of ' 
increases in unit labour costs (the rank correlation coef- 
ficient being about +-.8), and by the same token, to that of | 
wage increases. 


(11) Imports 


It can be seen from Table 15 that in all the countries 
import prices have risen less than gross domestic product 
prices,°° — thereby tempering the impact of changes in 
internal costs on final expenditure prices. Nevertheless, in 
all but two (Norway and western Germany) of the coun- 
tries examined, import prices did rise. This largely reflects 
the fact that a large proportion of these imports originates 
within the western European region and that a rise in their 
price occurs simply because most of the countries in this 
region have experienced a measure of inflation. That the 
sharpest recorded rise in import prices (in Italy) was no 
more than about 7 per cent can probably be mainly 
attributed to two considerations: that imports are ab- 
sorbed by the most competitive sections of the domestic 
market, which are accustomed to switching between the 
various sources of supply according to their cost and 
quality; and because imports consist largely of manufac- 
tured goods, the prices of which tend, in any case, to rise 
less than the average price of total output in the exporting 
country. 

Unit import contents have risen in all ten countries.% 
These rises range between 3 per cent in the United King- 
dom and 15 per cent in France. An explanation of these 


°° The price index implied by the difference between gross domestic 
product at current (market) prices and at constant (market) prices. 


* One factor which helps to explain these rises is the consider- 
ation that whilst in 1961 there was a tendency for western European 
stocks to be depleted, with a consequent moderating effect on the 
size of import requirements, 1964 witnessed an accumulation of 
stocks and, therefore, pressure for import requirements to rise on 
this score alone. See the Survey for 1962, Part 1, Chapter II, Dies! s 
and the Survey for 1964, Chapter II, p. 13. 
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the larger is the increase in the unit import content. 
_The rank correlation coefficient between these two series 
is +.74; the United Kingdom, for example, has both the 
smallest difference between changes in domestic prices 
and in import prices, and the smallest increase in the unit 
import content. This relationship measures the extent to 
which consumers of all categories are able and willing to 
switch between domestic and imported supplies in re- 
“sponse to relative price movements. | 


It can be seen that unit import costs (i.e. the value of 


_ imports per volume unit of final expenditure) rise in all 
2 the countries and that this is due to increases in unit 
_ import contents (i.e. the volume of imports per volume 


unit of final expenditure) rather than to rises in import 
prices. Only in Sweden and the United Kingdom is the 
rise in import prices greater than the rise in the unit import 
content. Аз a result, the country patterns of changes in 
‘unit import costs and unit import contents are rather 
similar, the rank correlation coefficient being +.72. 


Rises in unit import costs have been appreciable. Taking 
the unweighted average for the ten countries, they rose 
by 13 per cent, compared with a 17 per cent rise in unit 
labour costs and one of 11 per cent in final expenditure 
prices. However, such figures cannot be interpreted as 
measuring the allocation of the “ blame” for any rise 
in prices. For instance, to the extent that demand in the 
region “spills over” into imports from the rest of the 
world, internal inflationary pressures are moderated and 
therefore rises in domestic factor incomes and costs are 
less than they would have been otherwise. Similarly, 
whilst a rise in a country’s. unit import content has the 
effect, statistically, of attributing an increase in prices to 
the import element, it may, in fact, be instrumental in 
overcoming a domestic supply bottleneck that had been 
‘an important domestic inflationary factor. 


There is a moderate degree of association (a rank cor- 
relation coefficient of +.58) between the country patterns 
of rises in unit labour costs and in unit import costs. This 
can be traced to the fact that any increase in domestic 
prices resulting from increases in unit labour costs will, 
ceteris paribus, reduce relative import prices, tend to raise 
the import content and, thereby, unit import costs. This 
tendency for change in unit import costs to reinforce 
changes in unit labour costs helps to explain the associa- 
tion, noted above, between the pattern of changes in unit 
labour costs and in final expenditure prices. The “ weight ” 
of labour and imports is no more than a half to two-thirds 
of total final expenditure, according to the country in 
question, yet the pattern of price increases attributed to 
these two factors virtually determines the final pattern of 
total expenditure price changes, the rank correlation 
coefficient between the two series. being: +.87: 


_ changes is made difficult not only by the fact that they:can _ 
‘be caused by three, quite separate, factors (see above), 
_ but also because they are directly affected by changes in 
the trade policies adopted by the various countries. 
_ However, the data presented in Table 15 suggest that a 
_ fairly strong association exists between the size of the 
_ increase in the unit import content and that of the change 
_ in import prices relative to domestic (GDP) prices. The 
_ greater the rise in domestic prices relative to import prices, 


TABLE 16 


Changes. in unit indirect tax costs (indirect taxes less 
subsidies per unit of final expenditure), 1961 to 1964 


Index for 1964, 1961 = 100 


Final expenditure Unit indirect 
County prices tax costs 

Index Rank Index Rank 
Аа me ere, 108.7 6 6 
Ве г... 107.5 9 7 
В “2. 114.5 2 `9 
ЕАО i. 2... 3 2 
Western Germany af 10 
ао ct. eas 3s 1 3 
Netherlands 4 oy 
МОУ Ге. 10 8 
Sweden ...... 5 1 
United Kingdom .. 8 4 


Source : See Table 20, basic data. 


(iv) Indirect taxes 


Table 16 reveals that during this period unit (net) 
indirect tax costs rose in all ten countries. Moreover, 
taking an unweighted average, the rise was by no means 
negligible, being about 12 per cent over the three years. 
A feature of these increases is their wide dispersion. They 
range from 4 per cent in western Germany to 23 per cent 
in Sweden.® No doubt this reflects the fact that changes in 
unit tax costs are caused by a variety of factors. They vary 
along with changes in the authorities’ attitudes to the 
desirability of subsidizing or taxing industries, and be- 
cause of changes in rates of tax. They also change in 
accordance with shifts in the pattern of consumption be- 
tween goods which are not taxed and those which are, and 
between goods bearing different rates of tax. No affinity 
can be detected between the patterns of changes in final 
output prices and in unit tax costs. This is due to the fact 
that given their small “ weight ”, usually of the order of 
10 per cent or less, in total final expenditure, changes in 
unit tax costs will have relatively little impact on prices 
unless they are very large. 


(v) The residual 


It has been pointed out that, taking the region as a 
whole, unit labour, import and indirect tax costs have 
risen more than final expenditure prices. It follows, there- 
fore, that the fourth explanatory factor, changes in unit 
“ costs ” of the residual element, must have done much to 
moderate the impact of the rise in other costs on final 
expenditure prices. In fact, it can be seen from Table 17 
that, compared with the (unweighted) average rise of 
17 per cent in unit labour costs, of 13 per cent in unit 
import costs, of 12 per cent in unit tax costs and of 11 per 
cent in final expenditure prices, the average rise in unit 


92 The high rate of increase in unit indirect tax costs recorded in 
Sweden reflects, to some extent, a policy switch from direct to 
indirect taxes, which occurred during this period. 


Country 

АЗ: Seite a. Ее 6 
Ва, oy po. eee 9 
ана бе, oS. ye 2 
Prance ТЕ os. s bs 3 
Western Germany. .... 108.0 7 
оса husk eas 119.5 1 
Netherlands ....... 110.8 4 
мора 9 а. 105.9 10 
аа 5 

Е Е: 8 


Source : See Table 20, basic data. 
@ Includes a statistical discrepancy. 
® Includes savings of co-operatives. 
с Excluding income from professional services. 


residual costs was a mere 2 per cent. The same general 
picture emerges if the ten countries are examined indivi- 
dually. In seven of them, the change in unit residual costs 
is such that, out of the four cost factors, it represents the 
least expansionary influence on prices, In Finland and 
western Germany the rise in the unit residual cost is 
slightly higher than the rise in unit tax costs, and in 
Norway a little above the rise in unit import costs. 
Indeed, out of the four basic cost items, only for the unit 
residual are certain reductions recorded for the period — 
in Belgium, the Netherlands and Sweden. Another signifi- 
cant feature of the changes in unit residual costs is that, 
leaving out of account Finland, with a rise of 8 per cent, 
the changes fall within a relatively narrow range, between 
—31 per cent and +5 per cent. An implication of this is 
that, despite the significant “ weight ” of the residual item 
(ranging from about one-fifth to two-fifths of total final 
expenditure), changes in unit residual costs have had little 
influence on the inter-country pattern of changes in final 
expenditure prices. 

In fact, changes in the residual item can be explored a 
little further. In Table 17, changes in the unit “ cost ” of 
four principal elements of the residual are given separately 
for those countries where the appropriate data are avail- 
able. These four elements — depreciation charges, the 
income, before tax but after depreciation, of unincorpor- 
ated enterprises (including the self-employed), household 
property income (including rent, interest and dividend 
receipts by households), and the savings, before deducting 
direct taxes, of corporations, both public and private — 
account for almost all the residual category.® 


This is the subdivision adopted in the United Nations 
System of National Accounts, and the only one available 
33 The major exclusion is government income from property and 


entrepreneurship. Also, interest on the public debt received by 
households is included in the above categories. 
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Changes in unit residual costs and some components, 1961 to 1964 
eels Index for 1964, 1961 = 100 Ae ; 
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Com ponents of the residual _ 


@ Income from unincorporated enterprises refers to forestry, fishing, liberal 
professions and personal services only. Other unincorporated enterprises are 
included with savings and taxes of corporations. 


€ Including provision for depreciation. 


for several countries. For the present analysis it would 
have been more appropriate to show separately the total 
gross trading profits of corporations before direct taxes, 
interest and dividend distribution and depreciation, espe- 
cially because depreciation, although intended to repre- 
sent provision for capital consumption at replacement 
cost, is in fact measured in different ways in different 
countries. 


Few generalizations can be offered on the basis of this 
supplementary information. Norway apart, there was a 
general tendency, in this period, for unit depreciation 
costs to rise, reflecting, no doubt, the secular increase in 
the capital coefficient throughout western Europe. In 
contrast, savings of corporations per unit of final expen- 
diture fell, in some cases quite sharply, in six of the nine 
countries for which the relevant data are available, 
explaining much of the difference between the moderate 
price increases and the sharper rises in other cost items. 
However, not only did this element rise in the other three 
countries, Austria, Norway * and the United Kingdom, 
but also it rose by the same order of magnitude as the 
other cost items. Thus, changes in this item ranged from 
—17 per cent in the Netherlands to +17 per cent in 
Austria. That much of this element comprises “ profits ”, 
of course, has much to do with its volatility.2° Neverthe- 
less, changes in it are by no means solely determined by 
variations in the size of profit margins, or by changes in 
the pattern of production as between goods and services 


** In Norway, this rise largely reflects a recovery in 1964, after a 
steady decline during the previous years of the share of income in 
“exposed market ” industries. These industries consist mainly of 
manufacturing and shipping companies, where a rise in income 


goes mainly to saving. See Okonomisk utsyn over dret 1964, Oslo 
1965, p. 138. 


35 It depends more heavily than other components on cyclical 
developments, and 1964, in most of the countries shown, was a year 
of larger increases in output than 1961. 


Source : See Table 20, basic data. 


: @ Percentage of final expenditure in 1961. 


carrying different profit margins. The tendency for incor- 


porated businesses to be responsible for an increasing 
proportion of domestic output, and for unincorporated 


enterprises to account for a diminishing proportion, will 


itself tend to raise the index of the former and reduce the 


index corresponding to the latter. Even more important, 


policy changes affecting the distribution of profits will 
determine, to a considerable extent, the relative move- 
ments of the unit cost index for the savings of corporations 
and for household property income. However, on the basis 
of data presented in this table, no association, positive or 


negative, can be detected between these two series. The 


unit costs of the income of unincorporated enterprises 
shows less change than that of household property income. 
It should be borne in mind, however, that the tendency for 
self-employed to enter the ranks of the wage- and salary- 
earners will moderate rises in this index and, concomi- 
tantly, accentuate the rise in unit labour costs. 


(vi) Conclusions for the period 1961-1964 


The presentation adopted in Table 18 provides a con- 
venient way of summarizing the relative impacts of the 
four “cost” components on final expenditure prices. 
The first column for each component measures its 
“ weight ” in total final expenditure; the second, the pro- 
portion of the rise in total final expenditure price attribut- 
able to that component. If, for example, the figure for 
“ per cent of price rise ” under labour is greater than the 
labour weight, this simply reflects the fact that unit 
labour costs rose more than the final expenditure price. 
It can be seen from Table 18 that the labour impact on 
price rises is in all countries large not only because its 
“weight ” is large, but also because unit labour costs 
everywhere rose more than final expenditure prices; only 
in the United Kingdom was the difference without 
significance. Whilst this was also true, for most countries, 
of unit import costs, the size of their impact was every- 
where below that of labour on account of their smaller 


TABLE 18 
The impacts on prices of changes in various cost components, 1961 to 1964 


sik indicus Labour Imports Net indirect taxes | — at Residual : 

а < ie race оыЯ | Percentage Porcine ; Percentage Зы — 
= Ti961 = 100) | Weight® of price | Weight® of price | Weight® of price | Weight? of pelea 

i aan _ rise rise rise rise 

awa... ИЯ 108.7 38 49 19 32 10 

Aust к х 13 32 6 

_ *."). - 107.5 34 59 26 45 8 8 32 =13 

в о т = re 61 19 17 9 3 36 20 

PUMICE Te гыг. . 1 55 12 17 13 19 34 9 

4 «aa Germany . ne 41 51 15 23 12 6 33 20 

Sas ЗИ у 35 68 14 14 11 9 40 8 

Я WNetherlandsp;. го. 110.8 33 32 39 6 8 29 = / 

+ Norway ss. . 05. . 105.9 34 51 30 19 7 7 28 24 

в ........ 110.3 48 21 22 8 18 23 =§ 

_- United Kingdom 107.6 50 17 21 9 20 24 11 


“weight ”; and the same is true, a fortiori, of net indirect 
taxes. Only in the case of the residual is there a tendency, 
a very strong one (indeed, there are no exceptions), for 
the impact to be less than the weight. Moreover, the 
excess of the rises in final expenditure prices over changes 
in unit residual costs is so great that although the 
“ weight ” of this element is by no means negligible, the 
impact on the price rise is frequently small in absolute 
terms and, in three cases, even negative. 


(vii) Cost and price changes in 1965 


Provisional data presented for 1965 in Table 19 show 
that in most countries — France and Italy are the excep- 
tions — the rates of increase in final expenditure prices 
tended to accelerate last year compared with the period 
1961-1964. Some impression can be formed of the extent 
to which the tendencies observed for the period 1961-1964 
were maintained or modified in 1965. 


On the labour side, a notable feature is a tendency for 
increases in average earnings to converge in 1965, when 
compared with the country averages of the three previous 
years. Thus, the 1961-1964 average annual increases 
ranged from about 6 per cent (in the United Kingdom) 
to about 19 per cent in Italy; the increases in 1965 ranged 
from about 6 per cent in western Germany to about 
12 per cent in the Netherlands. This convergence in 1965 
of rises in average earnings represents a deceleration when 
compared with previous rates in Belgium, Finland, 
France, Italy and Sweden, and an acceleration for 
western Germany, the Netherlands and the United King- 
dom. To a considerable extent the directions of these 
departures from previous tendencies can be linked with 
the inter-country differences in employment situations 
in 1965, examined in section 4 (c) above (pages 29-31). 
There, attention was drawn to the fact that reduced 
tension in labour markets led to deceleration of the rise in 
wage rates and earnings in France and Italy but continued 
high demand for labour accelerated wage increases in 


ТАВЕЕ! 19 
Cost and price changes, 1961 to 1964 and 1964 to eet aft | 
Labour _ Ниро т a 
= ааа я Unit Unit 
Country Period мя oe ‘Averys Re а Import : ator | еее ры - 
ак ace i costs content о costs : 
| х 
Austria 1961-19642] 102.8 95.4 1087 103.7 | 102.9 1017 104.6 103.4 100.5 — 
1964-1965 * 5 95.1 108.9 103.6 | 104.7 A eS 3g 
2 102.4 99.1 
В. 1961-1964 а 102.4 95.1 109.6 104.2 | 102.4 1017 104. 
и. 1964-1965 * 102.7 96.6 — 108.8 105.1 | 103.7 98.0 — 101.5 100.2 101. 
‹ 101.6 102.6 — 
Finland, Г. 1961-1964 а 104.6 95.5 112.6 107.5 | 1023 1017 104.0 | 
1964-1965 * 105.5 97.0 108.6 105.3 | 1001 103.5 103.6 107.0 106.2 — | 
Капо м. Г. 1961-1964 @ 104.1 94.6 111.4 105.4 | 1047 100.8 105.6 105.8 101.2 | 
1964-1965 * 102.2 98.1 106.1 104.1 98.6 — 100.9 99.5 of a | 
' 101.6 
Western Germany . 1961-1964 в 102.6 95.0 108.6 103.2 | 104.4 99.6 103.9 101.4 
a 1964-1965 * 103.0 94.6 109.3 103.5 | 107.8 102.4 110.3 101.4 99.1 
о Sante 4: 1961-1964 а 106.1 93.8 118.6 111.3 | 103.6 102.4 106.1 105.5 101.3 
1964-1965 * 103.8 95.3 109.1 104.0 99.0 101.4 100.4 oe № 
Netherlands ...... 1961-1964 @ 103.5 95.0 1117 106.1 | 103.2 100.9 104.2 104.5 99.1 
1964-1965 * 104.3 96.8 1122 1087 98.2 102.6 100.8 105.7 102.0 
дарина 1961-1964 @ 101.9 94.9 108.4 102.8 | 101.8 99.4 101.4 101.9 101.6 
1964-1965 * 93.4 : 105.9 * on a 
Sweden ss. 2. GS 1961-1964 а 103.3 95.1 109.9 104.6 | 101.3 102.3 103.6 107.1 98.8 
1964-1965 * 105.1 96.3 108.7 104.6 | 1059 102.8 108.9 105.0 102.0 
United Kingdom 1961-1964 а 102.5 97.0 105.6 102.4 | 101.1 101.9 103.0 105.1 101.1 
1964-1965 * 103.5 97.7 1080 105.6 98.3 100.3 98.6 110.1 99.7 


Source : See Table 20, basic data. 
@ Average annual change for the three-year period 1961-1964. 


Austria, western Germany, the Netherlands and the 
United Kingdom. 


Only in three of the ten countries examined in this 
section, western Germany, Austria and Norway (and the 
latter two are also countries for which adequate provi- 
sional data of the type required here are not available for 
1965) do unit labour inputs appear to have fallen at a 
more rapid rate in 1965 than in the previous three years. 
Whilst, as previously pointed out, a fall in “ unit labour 
inputs ” cannot be identified with the reciprocal of rises 
in labour productivity,” changes in the latter are the 
major determinant of changes in the former. Thus, smaller 
reductions in unit labour inputs in 1965 can be largely 
attributed to the deceleration of economic growth which 
was a general feature of this year. 


°° Developments of wages and salaries in 1965 as described here 
are not the same as those described in section 4 (c) above. In that 
section, attention was concentrated on changes in industrial wage 
rates and average hourly earnings in 1965 compared with changes 
in 1964. The concept measured and described in this subsection is 
average annual earnings (including employers’ social security 
contributions) for the whole labour force, and changes in these are 
compared with tendencies over the period 1961-1964. 

37 And for this reason, too, the discussion of changes in unit 


labour inputs in 1965 differs from the references to changes in labour 
productivity in section 4 (с) above. 


In the two countries — the Netherlands and the United 
Kingdom — where smaller reductions in unit labour 
inputs were accompanied by a tendency for wage rises to 
accelerate in 1965, the rise in unit labour costs, of course, 
accelerated. The deceleration of wage increases in Belgium 
was insufficient to prevent a rise in unit labour costs, 
whereas in Sweden it was enough to yield an unchanged 
rate of increase in unit labour costs. In Finland, France 
and Italy, however, where wage rises in the period 1961- 
1964 had been very high, the deceleration experienced in 
1965 was sufficient to counteract the effect of declines in 
reductions in unit labour inputs and yield decelerations 
(a very substantial one in the case of Italy) in the rise in 
unit labour costs. 


It seems that, in 1965, the inter-country pattern of 
changes in unit labour costs has largely determined the 
pattern of changes in final expenditure prices. Thus, more 
rapid rises in unit labour costs in Belgium, western 
Germany, the Netherlands and the United Kingdom were 
accompanied by accelerations in the rise in final expendi- 
ture prices; and decelerations in the former in France and 
Italy were accompanied by decelerations in the latter. In 
Finland, however, a slower rise in unit labour costs was 
accompanied by a more rapid rise in prices and, in 


| TABLE 20 
Basic data — the analysis of costs and prices 


. Total final 
> а Indirect 
я 
я Current Constant less 
: prices prices subsidies 
я ©) © ©) 
i. 1954 1954 (1954 1000 
Austria 1961 42.95 41.98 177.47 139.92 220.42 181.90 83.12 3 301 23.21 
_ Billion schillings 1964 56.80 52.80 219.80 157.20 276.60 210.00 107.00 3 291 29.60 
: 1965 * 58.10 162.70 220.80 116.50 3 292 
3 1953 1953 1953 
Belgium 1961 208900 217500 | 600838 534454 809 738 751954 | 274000 3 537.0 66 477 
Million francs 1964 284 600 281800 | 764639 624716 | 1049239 906516 | 373 649 3 669.0 86 160 
rT 1965* | 301000 304500 | 821000 640500 |1122500 945000 | 409000 3 693.5 90 000 
1954 1954 1954 a 
Finland 1961 4190.1 3 085.6 | 17616.2 12704.8 | 21806.3 15 790.4 7903.0 | 1919.8 1905.5 
Million Finmarks 1964 5 451.3 3820.2 | 23452.3 14453.9 | 28903.6 18274.1 | 11 370.3 1 936.3 2 314.5 
1965* | 5950.0 4030.0 | 26180.0 15230.0 | 32130.0 19260.0 | 12 630.0 | 1980.0 2 610.0 
‘ 1959 1959 1959 
France 1961 42 982 42 767 319 674 300550 | 362656 343317 147 549 19 482 47 365 
Million francs 1964 60 854 59 128 431510 354348 | 492364 413476 | 208 234 19 866 67 557 
1965 * 61 900 59 600 452500 363100 | 514400 422700 | 221500 19 921 
1954 1954 1954 
Western Germany 1961 56.41 60.13 326.60 269.17 383.01 329.30 157.18 26 591 44.95 
Billion DM 1964 74.86 80.85 414.20 308.60 489.06 389.45 204.42 26 979 55.39 
1965 * 80.00 92.80 448.60 322.10 536.60 414.90 225.30 27 190 59.80 
1958 1958 1958 
Italy 1961 3 657 3 945 21935 21 156 25 592 25 101 9 006 20 172 2724 
Billion lire 1964 5 133 5 154 30 809 24 352 35 942 29 506 14 580 19 581 3 758 
1965 * 5 300 5 250 31 100 25 100 38 400 30 350 15 600 19 200 
1958 1958 1958 a 
Netherlands 1961 21 244 22 310 44 692 42 030 65 936 64 340 21 839 4 420 4 037 
Million guilders 1964 29 420. 30080 60 120 48 760 89 540 78 840 31 960 4640 5 640 
1965 * 31 000 30 900 66 650 51 600 97 650 82 500 36 350 4 694 6 240 
1958 1958 1958 
Norway 1961 15 188 15 981 35 634 33 750 50 822 49 731 17 509 1492 3 672 
Million kroner 1964 18 750 20 072 45 288 39 078 64 038 59 150 22 639 1515 4 623 
1965 * 22 200 41 500 63 700 1 524 
1959 1959 1959 b 
Sweden 1961 | 17995 17684 | 69422 64169 | 87447 81853 | 42030 | 3731 | 7159 
Million kroner 1964 | 23621 21693 | 90134 74838 | 113755 96531 | 56629 | 3782 | 10370 
1965 * 26 900 24 030 98 126 77 012 125000 101000 63 110 3 807 11 388 
1958 1958 1958 с 
United Kingdom 1961 5513 5437 | 27126 25717 | 32639 31154 | 16361 | 24463 | 3043 
£ million 1964 | 6721 6262 | 32442 28484 | 39163 34746 | 19577 | 24882 | 3937 


1965 * 6 780 6 300 34650 29250 41430 35550 21 150 24 878 4 430 


Sources: United Nations questionnaire on national accounts and ‘sources 6 August of each year. 
quoted in Table 1. ¢.Great Britain only; June of each year. 
@ Thousand man-years. 


Sweden, an unchanged rate of rise in the former by of the increase in employment. However, the restrictive 
acceleration in the latter. measures adopted in Spain in April and June 1965 whick 
Few patterns can be detected in the changes in unit adversely affected the rate of residential construction hav 
import, indirect tax and residual costs. In most countries tetarded the growth of employment in the buildin 
unit import costs rose in 1965 at a slower rate than in the sector.’ As in previous years, the employment-creating 
period 1961-1964 or actually declined. They rose more fects of industrial growth have been relatively modest. 
quickly, however, in western Germany and Sweden — in Deficiencies in domestic supplies of certain agricu 
the latter country making a substantial contribution to the commodities have been reflected in a combination c 
sharper rise in final expenditure prices, The evidence sug- rising food prices and sharp increases in the volume of 
gests that, by and large, departures in 1965 from previous imports (see section 2 (f), pages 6-8). Moreover, i 
tendencies in unit import costs were determined by the seems that the 60 per cent increase in 1965 in the value 
changes in unit import contents rather than in import of food imports into Spain was insufficient to meet all 
prices. internal demand and that marketing arrangements were 
In Finland and the United Kingdom, the significantly not fully co-ordinated with seasonal variations in local 
sharper increases in unit indirect tax costs contributed to supplies. = | 
the more rapid rise in final expenditure prices, and in Cost factors may have combined with supply defi- 
Finland so did a more rapid rise in unit residual costs. ciencies to provoke price increases. Emigration has 
Data relating to changes in these two items in 1965 are strengthened the bargaining position of the industrial 
available for only a few countries. For this reason, it is labour force and wages in industry and construction 
not possible to say whether or not 1965 witnessed any tended to rise in 1965 at a rate above productivity 
widespread recovery in the share of residual costs. Out improvements. Prices have also risen in the services 
of the six countries for which provisional data are avail- sector, where the increase in employment was probably 
able, unit residual costs enjoyed a certain recovery, com- faster than elsewhere. 
pared with the previous years, in Belgium, Finland, the Actions by the Government, in particular the agricultural 
Netherlands and Sweden; in contrast it would seem that pricing policies adopted, and the high level of current 
in western Germany and the United Kingdom unit outlays of official credit supplies, have also tended to raise 
residual costs actually fell. Only in Finland was the rise in prices in most countries. Higher prices were paid by the 
unit residual costs greater than the rise in final expenditure state agencies to cereal growers in Turkey and Portugal 
prices. in 1965 and, in the latter country, guaranteed producers’ 
prices for milk and meat were also raised in the course of 
(f) Southern Europe the year. Subsidies to Greek agriculture were larger in 
| Е 1965 than in the previous year and, largely as a result of 
_ In 1965 major migratory flows, both domestic and _ this, the balance of the ordinary budget account changed 
international, have been an important feature of the froma surplus in 1964 to a deficit in 1965 (see section 6 (c) 
labour markets of southern European countries as, indeed, page 66). In Portugal, the share of defence expenditure, 
they have ever since 1960.% In Spain, however, these which in 1964 accounted for nearly half of public con- 
movements were rather less strong in 1965 than in the sumption, expanded further in 1965. In Spain, total 
previous years. budgetary outlays were almost a quarter higher in 1965 
Emigration, in conjunction with the exodus from the than in the previous year, a result of a larger public 
countryside, has resulted, at least at peak seasons in investment programme, a revision of civil servants’ salary 
Greece and Spain, in some scarcity of agricultural labour and pension scales and a considerable expansion of 
for certain labour-intensive crops and has undoubtedly _ official credit. 
contributed to the rise in agricultural wages. The rural In Spain retail prices rose by 9.4 per cent between the 
exodus and rising agricultural wages might have been end of 1964 and 1965, following an increase of 13.5 per 
expected to stimulate an increase in the productivity of the cent in the preceding twelve months. In the other cone 
remaining agricultural labour force through more mecha-__ ern European countries except Cyprus, there has been a 
nization and a rearrangement of crop patterns, but tendency for the rise in the general price level to accelerate 
southern European experience suggests that this cannot be in 1965. The rise in retail prices between the end of 1964 
achieved very quickly. and 1965 was 6.9 per cent in Turkey, 5.0 per cent in 
In most countries it seems that employment trends in Greece 102 and 3.2 per cent in Portugal.!°3 In Cyprus there 
1965 were similar to those in 1964, with building andcon- \а$ hardly any change. 
struction and service trades absorbing the largest'share »'Tin a... 


ang According to social security statistics the rise in the number of 
** For further details of these flows see section 7 (b) (pages 77-82),  CMStruction workers in the period April-August 1965 was 25,000 
99 Estimates indicate that migratory movements within Spain compared with 109,000 in 1964. : 
between 1961 and 1965 affected about 2 million people, and that in * In both Spain and Greece important wage claims were made 
a matter of three years (1961 to 1964) the active agricultural popu. 2 the beginning of 1966, and in Greece they were accompanied by 
lation fell by more than 11 per cent through losses to other sectors 2 Seties of strikes. In both countries these claims have been largel 
and emigration abroad. (See Banco Central, Boletin Informativo, based on rises in the cost of living in the last year, a 


October 1965.) According to preliminary estimates the efflux from ^^? Even so the price rise i 

; | price rise in Greece was no large i- 
т was slightly smaller in 1965 (about 240,000 workers) enced by most industrialized western European НЕО 
than in 1964 (about 258,000). Employment in agriculture, as a 93 In Portugal, the retail price index relates essentially to aor 


share of total active population, should now be about 32.5 рег cent. trolled prices only and thus does not give 


(See A BC, 20 January 1966.) general ‘price movements a complete picture of 
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At the beginning of 1965 it was widely expected that 


he import growth would also be less than in the preceding 
ear; the growth of exports was not expected to be 
impaired to the same degree. In the Survey for 1964, 
these expectations were reflected in estimates (for a group 
of nine countries)!°* of a GNP growth of 314 to 4 per 
cent compared with 5 per cent between 1963 and 1964, 
an expansion in the volume of imports of 614 per cent 
compared with 9 per cent, and in the volume of exports of 
slightly over 7 per cent compared with 8 per cent. These 
‘forecasts of import and export changes referred to GNP 
‘concepts and thus included not only commodity trade 
but also other current transactions.1% In fact the actual 
growth of GNP in 1965 in this group of countries was 
slightly below the lower limit of the above forecast and in 
consequence the growth of imports was also below the 
expected rate. On the other hand, exports rose a little 
faster than expected, almost reaching the high rate 
recorded in 1964. 


The geographical composition of western Europe’s trade 18 


The data contained in Table 21 give a broad picture of 
the geographical composition of western European trade 
during the first three quarters of 1965. During this period 
intra-western European trade was about 10 per cent higher 
in value terms than in the corresponding period of 1964 17 
this, like the GNP growth rate, is the lowest recorded since 
1958. The value of western Europe’s imports from the rest 

_ of the world, which in each of the two previous years had 
expanded by 10-11 per cent, appears to have increased by 
only 7 per cent in 1965. Most of the regions distinguished 
in Table 21 shared in the deceleration, though notable 
exceptions were eastern Europe, Japan and mainland 
China, imports from which continued to grow at a very 
rapid rate in 1965. Imports from North America rose by 
about 7 per cent in 1965 compared with 22 per cent in 
1964, a deceleration which is largely due to smaller import 
requirements for staple foods and cotton, although the 
dock and seamen’s strikes may also have been important. 
The value of imports from the primary-exporting deve- 
loped countries overseas actually fell in 1965 mainly 
because of lower wool prices. Western Europe’s imports 
from the developing countries, which had increased by 
about 9 per cent in both 1963 and 1964, rose by something 
less than 6 per cent in 1965. 


104 Austria, Belgium, France, western Germany, Italy, the Nether- 
lands, Norway, Sweden and the United Kingdom. The growth rates 
given in section 2 (a) refer to the whole of OECD Europe and 
differ slightly from those given here. 

105 The volume of commodity trade, only, had increased slightly 
faster than total trade between 1963 and 1964. 

106 In this and the following subsection the analysis is based on 
commodity trade flows measured in current United States dollars: 

107 In the following subsection more recent statistics are used for 
the detailed description of intra-western European trade in 1965. 
They show the same percentage increase as the three-quarterly 
figures presented in Table 21. 


stern European economic growth during the year would - 
appreciably less than in 1964, and that in consequence — 


5. WESTERN EUROPE’S TRADE AND PAYMENTS IN 1965 AND PROSPECTS FOR 1966 


In 1965, western Europe’s exports to the rest of the 
world increased appreciably faster than intra-western 
European trade, a rather unique occurrence. In fact, there 
was an acceleration in the growth of western European 


exports to most of the regions shown in Table 21, the 


major exception being Japan, which took steps to reduce 
imports in 1965. While the rapid growth of exports to 
North America (boosted by exceptionally large deliveries 
of steel)#°8 and eastern Europe was in accordance with the 
expectations current at the beginning of the year, an 
increase in western European exports to the developing 
countries was thought to depend crucially on whether the 
region could remain competitive with Japan and North 
America in these markets. 


A substantial deceleration in the rate of increase of the 
value of developing countries’ exports was foreseen early 
in 1965 on account of slower economic growth in western 
Europe and a fall in commodity prices, which would lead, 
after a time, to a reduction in the growth of their imports. 
Trade statistics for the first three quarters of the year show 
that, in the event, the value of developing countries’ 
imports increased by 5 per cent, only a moderate retard- 
ation from the 7 per cent rise recorded in 1964, but that 
their export growth was reduced from 9 per cent in 1964 
to 3 per cent in 1965. Furthermore, the growth of western 
European exports to developing countries actually 
accelerated, from 7 per cent in 1964 to as much as 10 per 
cent in 1965.19 One explanation of this rapid export 
growth is that North American exports to the developing 
countries increased by only some 3 per cent in 1965, 
partly because of lower food shipments and partly because 
exports of manufactured, other than engineering, goods 
rose only very slightly. 

It might be expected that Japan and western Europe, 
experiencing a deceleration of economic growth in 1965, 
would enjoy an increase in exports to third markets 
higher than that of the United States where economic 
growth continued at a high rate. As Table 22 shows, such 
an expectation is borne out, for example, by the spectacu- 
lar growth of Japanese exports to developing countries 
recorded in 1965 and by the rapid increase in Italian 
exports. But it is not clear why French exports to these 
markets increased very little at a time when west German 
exports rose quickly and, indeed, in the absence of a com- 
plete statistical picture of the commodity and country 
composition of trade between developed and developing 
regions in 1965, it is of course difficult to explain many 
contrasting developments. 


In 1965, United States exports to Latin America grew 
by only 1 per cent, an increase in deliveries of machinery 


108 United States trade statistics show that such deliveries in- 
creased in value terms by 70 per cent between January-October 
1964 and January-October 1965. In quantitative terms total United 
States steel imports reached an all-time high of 10% million tons 
in 1965. 

109 As stated, this comparison of 1965 with 1964 is based on trade 
statistics covering the first three quarters only. Judging from supple- 
mentary data that are available for some western European coun- 
tries, the rate for the full year is probably slightly lower in the case 
of exports and slightly higher in the case of imports. 
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Trade of western Europe by selected areas, year 1964 and January-September 1965 
Values in millions of dollars 


_ ЕЕТА (plus Finland) @ 


EEC 


Increase over‘corresponding 
___\Period of previous year _ 


Reporting areas —> 


Increase over corresponding 
period of previous year 


TABLE 21. aa , 
| 
; 
t 
{ 


aang Year'1964 ‘Tanuary-September | еше Year 1964 `` Ganuany September 
г impo no -- 
andl of destination for exports } Value Seis Value es Value 1 Уаше Berets 
Imports c.i.f. 
ГО Оо оо и gait. а 26 194 | 2906 12 1722 © | 17338 | 2275 15 1117 9 
ВОР МОЕ xo ruts, боев 18716 | 1594 9 747 5 | 14256 | 1730 14 623 6 
hich : 
к Noish Е Sh aoa squat ans) ль dois 5 934 440 8 173 4 4 547 827 22 213 6 
Ват Ве:. ао us hee Sus бо 1 359 —6 — 113 11 1441 151 12 109 10 
Зара ТЕ iat. СЧЕТ: НЫ oth _358 22 7 63 24 413 145 54 68 23 
Australia, New Zealand and South Africa . . 1041 88 9 —87 —11 1830 280 18 54 4 
Mainland: СЯ а п Ве 140 35 33 46 46 113 30 36 14 16 
Developing countries. . . 2... ee ee i 9 846 1'009 11 432 6 5912 296 5 166 4 
Тотат, Wor LD (including unspecified). . . ..| 44910 | 4500 11 2 469 7 | 31594 | 4003 14 1740 7 
Exports f.o.b. : 
Western: Eurape о: ие се 29 628 | 3730 14 2 501 11 | 14294 | 1445 11 1148 11 
Rest.ofitheswarlds ое а 12959 | 1268 11 1296 14 | 10558 536 5 753 10 
of which : 
NarthitAmerinal. <. Гомо GAG а 3 224 349 12 473 20 2564 199 8 345 19 
Bastern В торе- ла леди. В 1.213 132 12 156 13 1 090 —16 —2 133 18 
ЗАРА нк ое ео р ати. Pap tite 394 36 10 —41 —14 290 50 21 —30 —14 
Australia, New Zealand and ‘South Africa. . 796 143 22 129 23 1 967 199 11 135 9 
Mainland China... о. ии. 107 -9 —7 88 145 89 32 55 15 23 
Developing сои 165... 5 3) ss 5 6 906 541 8 505 10 4 556 72 2 371 11 
TOTAL WORLD (including unspecified). . . . | 42587 | 4998 13 3.797 12 | 24852 | 1981 9 1 901 10 
Imports c.i.f. Rest of western Europe Total western Europe 
Westem, BOLOpe sche spies ча Са 3 426 417 14 375 15 | 46958 | 5596 13 3 214 9 
Restiofithe: world Еее ис. 2 684 219 9 362 18 | 35656 | 3543 11 1 732 6 
of which : 
INorthtAnperiva’. о sitet. ДАРЫ а 941 6 1 209 30 11 422 1273 13 595 7 
Bastermeurane а о т а 557 117 27 44 11 3 357 262 8 266 11 
р 2 ое бе и о a ae ee 78 —2 _3 26 45 849 165 24 157 25 
Australia, New Zealand and South Africa . . 98 13 15 2 3 2 969 381 15 —31 —1 
Mainland China. и «5 <1 05) 6 me be. se 1 —1 —42 1 250 254 64 34 61 33 
Developing совете, wines ents ива 983 89 10 80 11 16 741 1394 9 678 5 


TOTAL WORLD (including unspecified). ... 6 110 636 12 737 16 | 82614 | 9139 12 4946 8 


Exports fioib. 
WestermiBurope sii inlets We. fee 2 053 278 16 —242 —17 | 45975 | 5453 12 3 407 10 
Rest * the world: Fonsi veh Has Se 1 246 194 18 431 52 | 24763 | 1998 4 2 480 14 

of which : 

МОТ АЛЕНЕ, fms nen ое с, Mare 329 25 8 43 20 6 117 573 3 861 20 
(BdsternEunope р. ОО. Y 447 99 28 151 52 2 750 215 — 440 23 
Тарап te ее Не see ty Saye 22 12 118 — 3 706 98 16 —71 —13 
Australia, New Zealand and South Айка. . 12 3 32 2 19 2775 345 14 266 13 
Mainland:-China’ Ги SS ea, — — — 2 54 196 23 16 105 84 
Developing countries Tee) SEN 9 393 67 21 23 8 11 856 680 3 899 10 
TOTAL WoRLD (including unspecified). . . . 3 299 472 17 189 8 | 70738 | 7451 9 5 887 11 


Source : OECD, Statistical Bulletins — Foreign Trade — Series A, Overall trade by countries. 
@ General exports including re-exports for the United Kingdom. 


and equipment being almost-entirely offset by lower food States exports to Africa fell by 2 per i i 

shipments, while OECD Europe’s exports to that region to Е. food shipments) while ео can 
increased by 6 per cent (western Germany and the United to this region increased by 9 per cent, and Japan’s by as 
Kingdom accounting for most of the expansion) and muchas 65 per cent. Practically the whole of the Japanese 
Japan’s by 12 per cent ; It is probable, however, that the rise in exports to Africa was destined for Liberia and con- 
Japanese export expansion largely consisted of ships, for sisted of ships for flag-of-convenience registration. Such 
registration under flags of convenience. In 1965, United “ exports” were not important in the expansion of 
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‘ re > м ы ви * TABLE 22 . й { | 
of OECD countries with overseas developing regions, January-September of 1964 and 1965 
Millions of US dollars and percentages 


i “ee 
: т 
= > 


Developing countries in 


_ Country of destination for imports 
and of origin for exports 


Value 

1965 

‘Imports into 

OECD total ...... 
of which : 
United States 
ара. we «be 
OECD Europe. . . 
of which : 

Brance = a sess 
Western Germany 
Italy 
United Kingdom . . 
Others 


Exports from 


OECD total 
of which: 
United States 
Japan 
OECD Europe. . . 
of which : 

France 
Western Germany 
Italy 
United Kingdom? 
Others 


-— 


Coat <. > м че 


fe, i st ee 0 


— 


1 
2 
6 
2 
9 
3 
0 
2 


a ae 8 ee 


Source : OECD, Statistical Bulletins — Foreign Trade — Series A. 
@ Including developing countries in Oceania. 
General exports, including re-exports, 


western European exports to Africa. The 30 per cent rise 
in 1965 in Japanese exports to Asia went largely to China 
(Taiwan), Pakistan and India. Among the western 
European countries, which in total increased exports to 
developing Asia by 15 per cent, western Germany had an 
exceptionally fast export growth (to Iran, Pakistan and 
India) and so did Italy. The 7 per cent growth in North 
American exports to Asia was concentrated on India and 
China (Taiwan) and consisted largely of food and 
machinery. 

Thus the increase in exports from developed countries 
to developing countries in 1965 consisted partly of the 
delivery of ships for flag-of-convenience registration 
(largely from Japan), and deliveries connected with direct 
investments or under special credit arrangements (from 
some western European countries and from the United 
States), none of which affects the developing countries’ 
official reserves, and the latter continued to grow despite 
the deceleration in the growth of their export earnings. 

The value of imports into all OECD-member countries 
from all developing countries was some 6 per cent higher 
in the first three quarters of 1965 than in the correspond- 
ing period of 1964. This rate also applies to OECD 


Africa Asia Total @ 


Value 


Change Value Change о Change 
over 1964 1965 over 1964 1965 over 1964 


Europe; United States imports grew by merely 4 per cent 
despite the high GNP growth rate, while the rate of in- 
crease of Japanese imports was more rapid, 10 per cent, 
despite the relatively low Japanese growth rate. 


Europe’s imports from Africa rose by 10 per cent, while 
United States and Japanese imports from this region fell. 
This contrast is largely explained by the fact that most of 
the growth of western Europe’s imports from Africa in 
1965 consisted of petroleum from Libya; this flow ac- 
counted for 73 per cent of the 279 million dollars increase 
in total imports. There was only a modest expansion of 
European imports from Asia, at a time when both the 
United States and Japan raised imports from that region 
by 11 per cent. In the case of Japan, there was a particu- 
larly sharp rise in imports from the Middle Eastern oil 
exporters, Indonesia (on account of more rubber and 
higher tin prices) and Israel; United States imports from 
India (jute), Malaysia (rubber, and the rise in tin prices) 
and Hong Kong (textiles) increased exceptionally, and 
imports of petroleum from Saudi Arabia went up as a 
result of a bigger import quota. In 1965, imports into de- 
veloped regions from Latin America rose by only a few 
per cent in value terms and probably in volume terms too, 
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zher prices of non-ferrous metals, hides and meat. 
_ Та general, the export prices of primary commodities 
re lower in 1965 than in 1964 and export prices of 
nanufactures continued to rise. Within the primary com- 
odity group, only the prices of non-ferrous metals and 
ores, and oilseeds and vegetable oils were consistently 
nigher in 1965. Thus, considered as a group, the develop- 
ing countries suffered a certain deterioration in their terms 
of trade with the developed economies, but, according to 
Ве commodity composition of their exports, individual 
_ countries fared very differently, some actually gaining from 
the price changes between 1964 and 1965. For developed 
countries, reductions in the prices of steel and forestry 
products, following significant rises in 1964, were 
especially important in 1965. 
—^ The data in Tables 23 A and В give a broad indication 
of the commodity pattern of the expansion of western 
_European trade between the first 9-11 months of 1964 
and 1965. In all the countries listed in the tables, imports 
of manufactures tended to grow more than other cate- 
gories, though this was less true of western Germany, 
_where practically all commodity groups (including food- 
_ stuffs, crude materials and textiles, imports of which grew 
_ only feebly or even declined in other countries) shared in 
_ the expansion. The export expansion also featured mainly 
manufactures, though exports of base metals showed a 
considerable increase — substantially more than western 
European imports of those commodities — reflecting 
larger steel deliveries to the United States. The rise in 
exports of forestry products and textiles was, however, 
modest. 


Developments in intra-western European trade 


Intra-western European trade continued to expand ata 
high rate in 1965, but less quickly than in most preceding 
years. In view of the measures taken by the United King- 
dom Government towards the end of 1964 to limit imports, 
and the lingering effects of restrictive policies in Italy and 
France, the slower growth of the region’s intra-trade was 
not unexpected. Intra-western European trade increased 
in 1965 by about 101 per cent, that is by some $4.8 bil- 
lion (f.0.b.)° over the 1964 level, compared with a 
131% per cent rise, an increment of $5.5 billion, between 
1963 and 1964. Table 25 A shows the changes between 


110 Tn this subsection only export statistics have been used. The 
expression “imports into an individual country from the rest 
of western Europe ” means exports from the rest of western Europe 
to that country. In section 7 (a) below, the development of intra- 
western European trade is analysed on the basis of both export 
(f.o.b.) and import (c.i.f) data. Although, in principle, imports 
by a given western European country from the rest of western 
Europe should coincide with exports from the rest of western 
Europe to that country (after an allowance 1$ made for freight 
costs), in practice substantial discrepancies can arise due to time- 
lags and different reporting methods. In order to underline the 
difference in statistical treatment between this subsection and 
section 7 (a), the expression “imports from western Europe nis 
written with quotation marks. The trade data presented here are 
based on statistics for exports in the full year for France, western 
Germany, Denmark, Finland, Norway, Sweden, Switzerland and 
the United Kingdom, for 10 months in the case of Greece, Turkey 
and Yugoslavia and for 11 months in the case of the remaining 
8 western European countries. 


_ 1963 and 1964 and between 1964 and 1965 in exports from 
_ each western European country to western Europe as a 
whole and changes in western European exports to each 


ince lower prices for coffee and wool tended to offset the. 


western European country between the same years. The 
balance of each western European country’s trade with 
western Europe is also presented in the table for the years 
1963 to 1965. 


In ten of the western European countries, “ imports 
from western Europe ” rose more (or decreased less), in 
absolute amounts, between 1964 and 1965 than between 
1963 and 1964. In 1965, these ten countries added about 
$3 billion to their “imports from western Europe ”, an 
increase of 15 per cent, while in 1964 such imports had 
expanded by $1.6 billion, that is by 9 per cent. In the 
remaining nine countries “ imports from western Europe ” 
increased in 1965 by 7 per cent, that is by $1.8 billion, 
compared with 17 per cent, $3.8 billion, in 1964. 


As Table 25 A shows, this significant change between 
1964 and 1965 in the pattern of expansion of intra-western 
European trade was largely due to import developments 
in the four largest economies. “ Imports ” into France and 
the United Kingdom, which had accounted for 28 per 
cent of the growth in intra-western European trade in 
1964, accounted for only 7 per cent in 1965. The opposite 
occurred in western Germany and Italy. “ Imports ” into 
western Germany which had accounted for 24 per cent of 
the rise in total western European trade in 1964 accounted 
for as much as 33 per cent in 1965. Imports into Italy had 
fallen by $490 million in 1964, equivalent to —9 per cent 
of the increase in total western European trade, and in 
1965 remained at their new level. 


Together, changes in import flows into these four coun- 
tries accounted for 43 per cent of the 1964 increase in 
intra-western European trade and for 40 per cent of the 
1965 increase. This implies that the smaller western 
European economies had a more dynamic influence on 
intra-western European trade both in 1964 and 1965 than 
the above four countries, since “ imports ” into the latter 
accounted for 49 per cent of total intra-western European 
trade in 1964. Not all the smaller countries contributed to 
the growth of trade. In Belgium-Luxembourg and the 
Netherlands “imports ” increased less in 1965 than in 
1964, although they accounted for 23 per cent of the 
growth in intra-western European trade. In the three 
EFTA countries, Denmark, Finland and Switzerland, 
“imports” from western Europe increased by $358 
million in 1965, compared with $724 million in 1964. In 
contrast, in Austria, Norway and Sweden such “ imports ” 
increased more in 1965 than in 1964, and accounted for 
16 per cent of the 1965 growth in intra-western European 
trade compared with 10 per cent in 1964. While both the 
EEC and EFTA groups of countries raised their imports 
from western Europe by less in 1965 than in 1964, in the 
other western European countries the opposite occurred 
as the result of a sharp increase in Spanish imports and a 
recovery in Turkish imports which had fallen in the 
preceding year (see Table 25 A). However, after a rapid 
rise in 1964 imports into Yugoslavia fell. 


As might be expected, inter-country differences were 


less pronounced in the case of export changes. Intra- 
western European exports increased less in 1965 than in 


В dee sa И 249 
МОУ аа 562 
Rest of western Europe, ... 3 379 
Western Еигоре....... 46 144 


Sources : OECD, Statistical Bulletins — Foreign Trade — Series A; Overall 


@ Values f.0.b. as reported by the exporting countries. 


> For the following reporting countries data for 1965 relate to available months at 
an annual rate — 10 months: Greece, Turkey and Yugoslavia; : 
11 months: Belgium-Luxembourg, Italy, Netherlands, Austria, 
Portugal, Iceland, Ireland and Spain. 


1964 in 13 countries. The six that achieved higher export 
expansion included France, the United Kingdom, 
Switzerland and Yugoslavia, all of which experienced a 
retardation in the growth of GNP and imports in 1965. 
The two other countries in this group were Italy and 
Austria. The acceleration of the Italian export growth in 
1965 was caused almost entirely by larger sales to western 
Germany (especially of steel and motor-cars), while the 
Italian exports to France and the United Kingdom grew 
more slowly. The increase in west German exports to 
western Europe was almost as high in 1965 as in 1964, 
despite the high domestic demand which was partly 
reflected in an accelerated growth of imports. Exports 
from the Netherlands to western Europe, which had risen 
by $706 million in 1964, increased by $434 million in 
1965, with exports to France declining most. 


The retardation of the export expansion of some EFTA 
countries — Finland, Norway and Sweden — was partly 


257 о —33 —67 +8 —69 
388 3 18 —60 —174 —118 — 
2.047 279 — 68 —1206 —1332 —1974 


trade by country and national trade statistics. 


the result of some countries, notably the United Kingdom, 
reducing stocks of forestry products, including pulp and 
paper. This factor, the drastic change in the export posi- 
tion of Spain (an increase of $150 million in 1964 becom- 
ing a decline of perhaps $75 million in 1965 owing to a 
late and small citrus crop), and of Turkey (because exports 
were switched to eastern Europe and the United States), 
and the feeble growth of Irish exports, all had a negative 
influence on the growth of intra-western European trade 
in 1965, which will not necessarily recur in 1966. (See 
below.) 


As can be seen from Table 25B these changes in 
intra-western European trade flows meant that the EEC 
export surplus rose from $3.3 billion in 1964 to $4.0 bil- 
lion in 1965, the larger portion, $400 million, of the change 
falling on trade with the rest of Europe. Also EFTA’s 
trade export surplus with the rest of western Europe 
increased from $0.4 billion to $0.6 billion, leaving the 


Year ВЕС 


EFTA (plus Finland) 


SO re 


Rest of western Europe 


Total western Europe ... 


Source : See Table 25 A. 


EFTA deficit on intra-western European trade virtually 
unchanged after having risen from $1.4 billion in 1963 to 
$2.0 billion in 1964. 


Balance-of-payments developments 


Between 1961 and 1964 the import surplus in western 
Europe’s commodity trade with the rest of the world (on 
а c.i.f-f.o.b. valuation) tended to increase, causing a 
deterioration of the region’s consolidated current balance 
in 1964, perhaps even to the point of a small deficit. 
During this period western Europe’s net inflow of capital 
grew steadily, with the result that the official reserves 144 
in fact increased at the rate of about $2.2 billion per 
annum. In contrast, in 1965, western Europe’s import 
surplus on the commodity trade account with the rest of 
the world was reduced by about $1.1 billion 4” and there 
was a concomitant improvement in the region’s consoli- 
dated current balance. At the same time, however, official 
reserves held by western European countries increased 
less (by $1.8 billion) than in preceding years, reflecting a 
substantial reduction in the net inflow of capital. More 
particularly, this was due to a decrease in the net inflow 
of private capital from the United States — a direct result 
of the measures taken by the United States Government 
to reduce the country’s balance-of-payments deficit. The 


111 Gold holdings, foreign exchange and the reserve position in 
the International Monetary Fund. 

112 Jt should be noted that the difference between total western 
European imports (c.i.f.) and exports (f.0.b.) shown in Table 24 
is not, strictly, equivalent to the western European trade balance 
(c.i.f.|f.o.b.) with the rest of the world. The latter is defined as the 
difference between, on the one hand, total western European imports 
(c.i.f.) less imports from western Europe and, on the other, total 
exports (f.0.b.) less exports to western Europe. 


EFTA 
(plus Finland) 


| TABLE 25 В 
—  Шбтазиейеги European trade 1963 to 1965 
Millions of current dollars 


Total | _ Export surplus 


Rest. of 
wi 

ko |e 
1 839 783 2 622 

2 403 943 3 346 

2 673 1355 4 028 

422 —1 417 

387 —2 016 

618 —2 055 

—1 205 

—1 330 

—1 973 


net flow of public capital from western Europe to develop- 
ing countries does not seem to have changed significantly ; 
in 1964 this flow amounted to $2,080 million.1” 


Italy, France, the United Kingdom, the Benelux coun- 
tries, Switzerland and Yugoslavia were the countries re- 
sponsible for the improvement of western Europe’s cur- 
rent account in 1965; except for the Netherlands these 
were the countries which experienced the most marked 
deceleration of economic growth in 1965. These improve- 
ments have more than offset deteriorations in the current 
balance in most other countries, notably in western 
Germany, Spain, Sweden and Greece. In western Ger- 
many a considerable increase in the deficit on invisibles in 
1965 — through a rise in net payments for foreign travel 
and in immigrants’ remittances — was added to the rather 
sharp deterioration of the trade balance. In contrast, in 
Italy, the considerable improvement of the trade balance 
was associated with a significant increase of net receipts 
from tourism and a more modest rise in emigrants’ 
remittances. In Spain, Portugal, Norway and Greece, 
the increase in the trade deficit was partly offset by a rise 
in the net receipts from invisibles, but not enough to pre- 
vent a deterioration of their current balances. The rise in 
net earnings from invisibles in the Iberian countries and 
Greece resulted from larger net receipts from tourism and 
emigrants’ remittances. In Greece these were supple- 
mented by higher net earnings from shipping, a develop- 
ment which in the case of Norway was responsible for 
most of the improvement in the invisible balance. Western 
Europe’s total net earnings from shipping seem to have 
increased in 1965. Net earnings from sea transport in- 
creased in Denmark and the Netherlands as well as in 


err OECD, Development Assistance Efforts and Policies, 1965 
Review, September 1965, p..127. 


Country ог area 


Belgium-Luxembourg. . . . . re te, —2 
ват ИЕ ааа +101 
WesterniGermany casa. fea has > +202 
те о tenn ме +326 
Netherlanas's.- а aa ae —164 
otal-BEGo.,. 2-5. со te pokes ee Е 

о cements м +60 
Denmark ot fics oon ein eee —198 
inland7 а о о —176 
Е goss es eae о . —82 
Portugal (Escudo агеа)........ +17 
SWedeDites.cccs te eas ake Sa Pa gee — 

У а МО Aes siting siete —413 
United Kingdom. .......... —1 137 

Total EFTA (plus Finland) . . 

GTECCO Men aa anes ane Me ee —204 
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рае +60 
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Total rest of western Europe 


Total western Europe 
of which : 
Gold 
Foreign exchange 
Reserve position with IMF 
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TABLE 26 ; 
The balance on current account and changes in official monetary reserves of western European countries — 
in 1964 and 1965 
Millions of current dollars 


Total reserves 
at end of 1965 


+252 +160 * +112 2 304 
+816 +500 * +619 6 343 
+232 —1 537 —453 7 429 
+418 +1 629 +593 4417 
+247 +125 * +67 2416 
+1965 3 +938 22 909 
+88 —11 —6 1311 
+175 —155 * —59 586 
+91 —200 * —91 293 
+33 —105 +90 477 
+112 —16 +55 1 009 
+206 —275 * +8 972 
+45 —160* +124 3 247 
—831 —381 +688 3 004 
—81 : +809 10 899 
—12 —270 —31 250 
+10 —5* 10 54 
+40 —123 * —36 410 
+366 —389 —104 1409 
—34 —82 —3 141 
—24 +10 * +15 89 
+346 : —149 2353 
+2 230 +1 598 36 161 
т +452 32 485 
+698 +1 146 3 676 


Sources : International Monetary Fund, International Financial Statistics; and national statistics. 


Nore. — Data on current account of different countries are not оп a strictly comparable basis. Most of the figures, however, cover transactions in goods and services, 
net income from abroad and current transfers. Their sum cannot be considered as the consolidated current balance of the region. 


Norway and Greece, while the United Kingdom’s 114 
deficit on the shipping account was considerably reduced; 
there was a minor deterioration in $\е4еп.115 


The increase in western Europe’s official reserves was 
$1,598 million in 1965 compared with $2,230 million in 
1964 (Table 26). In 1964, 64 per cent of the total incre- 
ment was in the form of foreign exchange, 31 per cent in 
an improved position with IMF and 5 per cent in gold. 
The position was different in 1965, changes in the reserve 
position with IMF accounting for 72 per cent of the total 
increase in official reserves, while foreign exchange 
holdings of continental western Europe actually decreased 
—a decline which, however, was largely offset by a 
massive increase in the region’s gold holdings. (See 
Table 27.) This rise in gold holdings partly represented 
conversions of dollar balances held by continental wes- 
tern European Central Banks— mainly the French 


114 Data for three quarters, Central Statistical Office, Economic 
Trends, No. 146, December 1965. 


15 Data for three quarters, National Central Bureau of Statistics, 
Statistical Report 1965, 2 December 1965, 


central bank — into gold. The bulk of these conversions 
occurred in the first half of the year and was reflected in a 
decrease of $1,163 million in the United States gold 
holdings in the course of that period (see Table 27). In 
addition, in June 1965, the gold reserves of continental 
western Europe increased by $350 million (compared with 
$227 million in 1964) as a result of sales of gold by the 
IMF. In the course of the second half of 1965, continental 
western Europe’s gold holdings rose by $654 million 
(Table 27), partly on account of the conversion of dollar 
balances and partly as a result of Soviet gold sales to the 
West, which were taken by the gold pool. Soviet gold sales 
in 1965 are estimated at about $350 million (i.e. about the 
same amount as in 1964), part of this being offset by pur- 
chases of gold by mainland China. Since the net addition 
of gold to world official reserves in 1965 is estimated at 
about $225 million, it would seem that the entire world 
production of gold 16 during this year was accounted for 
by private hoarding and industrial изез.117 


ив Excluding the centrally planned economies. 
117 See The Times, 3 January 1966. 


иные о т : _ TABLE 27 
№... + Changes in official monetary reserves by main regions, 1963 to 1965 
а “9h ; | Millions of current dollars 
an . Changes ааа 
в, Position ; 
ay | Country or area 5 at end : 1964 1965 
4 of 1963 
г. a First half Second half Year First half Second half Year 
ited Kinedom Total ие ke 3 147 +49 —880 —831 +476 +212 +688 
of which: Gold oe pee а le ean. Cea 2 484 —45 —303 —348 +90 
в... Foreign exchange ......... 173 +93 —87 +6 +383 +212 +688 
5 i Fund reserve position ........ 489 +2 —491 —489 — — — 
a о 
Continental western Europe: Total. ..... 29 279 +180 2, 857-373 037 —175 +1 125 +950 
a of which: Gold Miah AE ares ks « gh ay\sae), аще 17 436 +191 +730 +923 +1 654 +654 +2 308 
a Foreign exchange ee ee 10011 —126 +1540 +1410 —2 571 +67 —2 504 
: Fund reserve position . . . .-.) .> . 1831 +111 +588 +699 +742 +404 +1 146 
United ЗО К оне ча ae ae ee 16 843 —252 - 81 —171 —910 —315 —1225 
j of which : Gold сис а efit es ees 15 596 +27 —152 —125 —1 163 —242 —1 405 
Foreign exchange = yay heh = i). Sa 212 —30 +250 +220 +114 +231 +345 
Fund! reserve position’: .. . . +. ное 1035 —249 —17 —266 +139 —304 —165 
запада and Japan: Total еее sas 4 661 —156 +396 +239 —60 +339 +279 
COE ET ie CET Ge EP on a 1 106 +115 +109 +224 +86 
Foreign exchange... .. 1... 3375 —296 +74 229 —348 | sk! ыы 
Fund reserve position. . ...... 180 +25 +215 +238 +193 —3 +190 
Oceania and South Africa: Total. ...... 2 786 +214 —186 +28 —417 —123@ —5404 
а a mins: spo be! thas te 839 —13 —25 —38 —195 +514 
Foreign exchange 1... 1... 1779 4227 — 162 +65 —247 —153а } oe 
Fund reserve position. . . ..... 169 — — — +25 —21 +4 
All developed countries: Total. ....... 56 716 +35 +2 267 +2 302 —1116 +1219 +103 
С Г cote 37 461 +275 +361 +636 +483 
СОА ОЕ ЕЕ рес 15 550 —132 +1611 +1479 —2 700 } 3+1 142 а 
Fund reserve position. ....... 3 704 —111 +295 +182 +1 100 +77 +1177 
Developing countries: Total ......... 9 790 +210 —115 +95 +615 (+165)® (+780)? 
ES ва 2770 +15 +5 +20 +30 (—5)® (+25) 8 
Porcign exchatigs <2) te ee 6 790 +130 —95 +35 +569 (+155) 6 (+715) ® 
Fund reserve position. ....... 236 +62 —28 +34 +20 +24 +44 


Source : International Monetary Fund, International Financial Statistics 
a Up till end of November for Australia. 


The improvement in western Europe’s reserve position 
in the IMF was $1,146 million in 1965 ($699 million in 
1964) and was wholly accounted for by the continental 
western European countries. During the first half of 
1965 this group of countries added $742 million to its 
reserve position in the IMF, mainly reflecting the IMF’s 
mobilization of their currencies in connexion with the 
United Kingdom drawings of $1.4 billion in May. In the 
second half of 1965 the $404 million improvement in 
continental western Europe’s reserve position in the IMF 
was associated with recourse to IMF facilities by countries 
other than the United Kingdom — mainly the United 
States, Yugoslavia and a number of developing countries. 


Partly as a result of drawings from the IMF — some of 
which were used to repay outstanding credits from 
Central Banks 118 — the United Kingdom’s reserves ш- 
creased by $476 million in the first half of 1965. As a 
result of the net effect of further drawings and repayments 
in connexion with the swap agreement with the United 
States, the United Kingdom added an amount estimated 
at about $220 million to its reserves in the course of the 
second half of 1965, compared with $160 million in the 


118 See Economic Bulletin for Europe, Vol. 17, No. 1, section 5. 


b Up till end of September. 


first half of the year. The $688 million increase in the 
United Kingdom’s reserves in 1965 (compared with a 
decline of $831 million in 1964) reflected substantial 
improvements on both the current and capital accounts.19 
The latter was, to some extent, the result of measures 
introduced by the Government in April 1965 to reduce 
the net outflow of private capital to non-sterling-area 
countries. The impact on the United Kingdom reserves 
of the improvement in the country’s payments position 
was, however, partly offset by a deterioration in the 
payments position of the overseas sterling area; United 
Kingdom sterling liabilities to these countries declined by 
$263 million in 1965 compared with $118 million in 1964. 


The major developments in the external positions of the 
EEC countries were the appearance of a deficit in western 
Germany and an increase in the Italian surplus. The west 
German deficit was the result of a substantial deficit on 
the current account that was only partly offset by a net 
inflow of mainly short-term capital. The larger Italian 
surplus was due to a substantial rise in the current 
surplus, offset to only a minor extent by the small net 


119 Data for three quarters, Central Statistical Office, Economic 
Trends, No. 46, December 1965. 
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outflow of capital, mainly private, which — = ete State 
‘inflow recorded for 1964. Typically, in the other EEC $1,405 million, compared with a nal of 

eme 14 account was ‘ $125 million, in 1964. As stated above, the outflow of 
маю ао gold reflected large-scale conversions of the United States 


. . 


accompanied by а smaller net inflow of private capital. 
The result of these developments was а continued 
accumulation of reserves, particularly by France and 
Italy. 

In the EFTA countries, other than the United Kingdom, 
reserves have on the whole changed less in 1965 than they 
did in 1964 except in Switzerland and Norway. In 
Switzerland the deficit on current account fell but in 
Norway a higher deficit on current account was more than 
offset by a net inflow of capital and, consequently, 
reserves increased more than in 1964.12° Austria and 
Denmark failed to finance their current deficits through 
imports of capital and their total official reserves showed 
a small decline. Sweden, on the other hand, financed a 
larger deficit on current account by means of foreign 
capital and the size of its reserves did not change. 


The most significant change in the official reserves held 
by the southern European countries was in Spain. The 
$366 million increase in that country’s reserves in 1964 
was succeeded by a $104 million decline in 1965, the net 
effect of a fairly large deficit on current account that was 
only partly offset by a (smaller) net inflow of mainly 
private capital. 

As pointed out above, the decrease in 1965 in the net 
inflow of capital to western Europe resulted from a 
reduction in the total net outflow of United States private 
capital from $6.5 billion in 1964 to an annual rate of 
$3.6 billion:in the first three quarters of 1965, The latter 
includes the $0.5 billion which was the counterpart of 
United States corporate securities converted by the United 
Kingdom authorities into liquid form for short-term 
defence of the pound. Changes in the size of short-term 
capital movements, especially bank lending to foreigners, 
also accounted for a large part of the decline, a net 
outflow of $2.1 billion in 1964 being transformed into a 
net inflow at an annual rate of $1.0 billion in the first 
three quarters of 1965. Direct investment abroad, however, 
remained high in 1965, in the first three quarters reaching 
an annual rate of $3.4 billion compared with $2.4 billion 
in 1964. In an attempt to reduce direct United States 
investment abroad in 1966, the authorities have introduced 
new guidelines for the operations of non-financial 
corporations: the average annual outflow of direct 
investments was permitted to rise in the two-year period 
1965-1966 by about 35 per cent over the annual rate in 
the 1962-1964 period, thereby avoiding the penalization 
of firms which had reduced their investments abroad 
in 1965 and subjecting those that had invested heavily 
last year to more restraint in 1966. 


Mainly because of the improvement of its capital 
account, the overall external deficit of the United States — 
as measured by the rise in liquid United States assets held 
by foreigners and the decrease in the official reserves — 
was reduced to $1.3 billion in 1965 compared with 
$2.8 billion in 1964. In 1965, however, a large part of 
the deficit was financed from the official reserves, and the 


1 п 1965 imports of ships, largely financed abroad, were ex- 
ceptionally high. 


$ gold holdings showed a substantial fall о. 
lion, compared with a very small one, of 


liquid liabilities by western European countries. — 

Despite the unfavourable development of their trade 
balance, developing countries appear to have added more 
to their reserves in 1965 than in 1964 (see Table 27). 
The bulk of the increase, a rise of $615 million, occurred 
in the first half of 1965, mainly in the Middle East 
(excluding the United Arab Republic), Libya and 
Venezuela, which added $498 million to their reserves. 
Net drawings on the IMF amounted to only $126 million 
during the whole of the year. Even if the oil producers are 
excluded, the developing countries at least maintained the 
level of their reserves in 1965, and, since there was по. 
change in the net flow of public capital to these regions, - 
it would seem that higher imports were financed by a 
larger net inflow of private capital. | 


Prospects for 1966 


As indicated, expectations about the growth of GNP, 
imports and exports in industrial western Europe in 1965 
proved to be fairly accurate. Both GNP and imports 
increased only slightly less than foreseen, in the case of 
GNP the discrepancy being most marked in Belgium, 
France and the United Kingdom, and in the case of 
imports in France. and Italy; in other countries, notably 
western Germany and Sweden, the rise in imports was 
unexpectedly high. Forecasts of continued high rates of 
growth of exports were, in general — and, it seems, for 


‚ Фе individual countries for which data are available 


except the Netherlands and Sweden — surpassed. 


Forecasts of changes in GNP in 1966 are given for 
twelve western European countries in Table 1.122 Seven 
of these countries, including France, Italy, the Benelux 
countries and Sweden, which together account for a 
large proportion of western European production and 
trade, anticipate accelerated growth in 1966, while a 
certain deceleration is envisaged in western Germany. No 
major change is envisaged in the United Kingdom growth 
rate. 

A weighted average of these 12 forecasts yields a GNP 
growth rate of 3.8 per cent between 1965 and 1966, 
compared with the 3.3 per cent realized in 1965 and, 
accordingly, the growth of imports in 1966 is expected 
to rise to 7 per cent from 6 per cent in 1965. Thus the 
“ elasticity ” of changes in imports with respect to GNP 
growth is expected to be 1.85 in 1966, compared with 1.8 
and 1.65 in 1965 and 1964 respectively. As will be shown, 
the tendency for this elasticity to rise reflects, exclusively, 
the steady expansion of intra-western European trade.128 


121 See the Economic Report of the President, transmitted to 
Congress, January 1966, Washington 1966; and Survey of Current 
Business, December 1965. 


122 Austria, Belgium, Finland, France, western Germany, Ireland, 
Italy, the Netherlands, Norway, Sweden, Switzerland and the 
United Kingdom. 


123 That is, a part of the growth of western Europe’s imports is 
largely demand-induced; another rising proportion results from 
growing international specialization and is thereby affected by 
supply conditions also. 


т, Be of ‘imports is expected 
г 1966 or sme pasion ‘complete standstill in 1965, 
hough it is unlikely that GNP will grow faster. In 
гп Germany, the country which had the fastest 
ort growth of the twelve cited above, the rate of 
rease is expected to fall from 14 per cent in 1965 to 
‘per cent in 1966, although it is thought that the 
deceleration of economic growth will be only half a 
percentage point (to 4.0 per cent). The west German 
import “ elasticity” was exceptionally high in 1965 — 
_ undoubtedly there was some lag between the very high 
_ GNP growth rate in 1964 and the response of imports — 
and it is reasonable to suppose that it will be lower 
~in 1966. 
_ Forecasts of export growth are in the nature of things 
_ more uncertain than of import expectations. As shown 
_ абоуе, between 1964 and 1965 western European exports 
_ expanded at an unexpectedly high rate (albeit at a lower 
_ one than in 1964), owing to strong import demand in 
_ most overseas regions including the developing countries. 
_ Several western European countries expect that their 
exports will grow less quickly in 1966 than in 1965, but 
_ по dramatic fall in export growth is foreseen, and in 
_ Ireland, Sweden and the Netherlands it is thought that 
exports might rise more than in the preceding year. A 
_ weighted average of the export forecasts for the twelve 
countries suggests a rise of 7.2 per cent in 1966 compared 
with 7.8 per cent in 1965. 

These forecasts of changes in GNP, imports and 
exports are taken from national, though not necessarily 
official, sources, and in all instances are based on a 
thorough appraisal of the growth possibilities of the 
country in question, import requirements, the competitive 
position on international markets and, in a few cases, on 
a knowledge of the economic policies to be pursued which 
is not widely available. These forecasts have therefore 
been presented in some detail and are used as the starting 
point for an examination of the prospects for western 
European trade in 1966. 

For the purpose of such an examination, western 
Europe can be regarded as a single economic unit, or as 
a set of national economies, each with very different trade 
positions. If the former approach is adopted, the changes 
in intra-western European trade are of no account; 
in 1965, western Europe as a whole improved its trade 
position with the rest of the world and most probably 
achieved a surplus on its consolidated current account 
(see below). But if the latter approach is adopted, then 
trade flows between the various countries of western 
Europe assume great significance. Indeed, in 1965 some 
60 per cent of total western European exports and 
imports consisted of intra- regional trade; and for the 
smaller countries this proportion is substantially higher, 
so that their overall trading position can frequently be 
identified with their position in western European trade. 

When evaluating the growth prospects of intra-western 
European trade in 1966, the additional trade that is being 
continuously “created” by EEC and EFTA must be 


НЫ ее eae ia vemendows go (and 


hence overwhelmingly between industrial countries), Se 
which has been a feature of the postwar period, is a 
consequence of the widespread adoption of full employ- 
ment policies and the absence of severe depressions. Thus, 
on the one hand, international trade in manufactures has 
not been subjected to restrictions on the scale resorted to 
during the inter-war period to prevent the “import of | 
unemployment ” and, on the other, full employment has 
helped to push up wages more quickly and has produced 
widespread labour scarcities all of which have con- 
tributed to inflationary pressures and, thereby, induced 
growing international specialization and trade. Without 
such international specialization, inflationary pressures in 
western Europe would have been stronger and produc- 
tivity and economic growth slower. As demand pressures 
and labour scarcities in western Europe will remain 
in 1966 more or less as they have been in recent years, and 
since all western European countries appreciate the 
crucial importance of a growing volume of imports and 
exports, there is little reason to expect anything but a 
continued strong growth of intra-western European trade. 


Some impression of the rate of growth of intra-western 
European trade can be derived from an examination of 
the above forecasts in conjunction with a few simplifying 
assumptions about the share of intra-European trade in 
total imports and exports of goods and services. Roughly, 
imports into, and exports from, the twelve western 
European countries in 1965 were about equal at $93 billion 
(at 1964 prices), and the intra-western European trade of 
these countries was $60 billion — that is, imports of 
goods and services from the rest of the world amounted 
to $33 billion (at 1964 prices). These imports had risen by 
about 4 per cent between 1964 and 1965, corresponding 
to an import elasticity with respect to GNP growth of 
about 1.2. Between 1950 and 1958 this elasticity had been 


Trade of twelve western European countries, 1964 to 1966 


Billions of dollars and percentages 


Estimated 


Percentage percentage 


changes Calculated 


Values at 


1964 prices ( roles ) eo) ae ond 
1964 1965 1966 Ее) 
1964 1965 
Imports 
Intra-trade . . 56.0 59.9 7.0 8.2 с 64.8 
Trade with rest of 
WOK Cees ot et at thee 32.0 33.3 4.0 5.02 35.0 
Total trade . . 88.0 93.2 5.9 71 а 99.8 
Exports 
Intra-trade ... 56.0 59.9 7.0 8.24 64.8 
Trade with rest of 
м. 30.5 33.3 9.2 5.47 35.1 
Totaltrade. .. . 86.5 93.2 7.8 TDs 99.9 


Nore. — This table is based оп GNP data covering trade in both goods and 
services. Apportionments between intra- and extra-trade have been estimated by the 
Secretariat. 

@ According to national forecasts. 
6 Based on import elasticity of 1.3. 
с Derived from а and 6. 


@ By definition equal to с. 
€ According to national forecasts. 
Ff Derived from d and e. 


rather lower, or only slightly above unity, reflecting 
smaller food requirements from North America. Between 
1958 and 1964 it was substantially higher, about 1.7. 
The low “ elasticity ” observed for 1965 partly reflects a 
running down of stocks and, to this extent, it can be 
assumed that it will rise slightly in 1966. The table on 
page 55 is based on two assumptions: firstly, an elasticity 
of 1.3 for western European imports of goods and services 
from the rest of the world, and, secondly, that individual 
country forecasts for changes in total imports and exports 
are valid. It shows that western European imports from 
the rest of the world may rise by about 5 per cent in 
volume terms in 1966; this implies a growth of intra- 
western European trade in 1966 of 8 per cent compared 
with a growth of 7 per cent in 1965. 

According to past experience a rise in intra-western 
European trade in goods and services of 8 per cent in 
volume terms would correspond to an increase in the value 
of commodity trade at current prices (allowing for a price 
increase of 1 per cent between 1965 and 1966) of about 
11 per cent. This rate is slightly higher than those recorded 
in 1962 and 1965, but lower than in most other recent 
years. Is it reasonable to expect an increase of this mag- 
nitude in intra-western European trade in 1966? 


Commodity imports (at f.0.b. valuation) by the twelve 
countries concerned with this exercise accounted for 
$4 billion of the total increase in intra-western European 
trade between 1964 and 1965 of $4.8 billion. If it is 
assumed that the growth of each country’s “ imports ” of 
goods from western Europe would bear the same relation- 
ship to the growth of their total imports of goods and 
services (at constant prices) as the average for the twelve 
countries,!*4 then Italian “ imports ” from western Europe 
(at current prices f'0.b.) would rise by over $600 million in 
1966 compared with no change between 1964 and 1965, 
and French “imports” by $660 million compared with 
$209 million in 1965. United Kingdom “ imports ” from 
western Europe would also increase more in 1966 (by 
$300 million) than in 1965 ($133 million), but the Benelux 
countries would contribute still more to the growth of 
intra-western European trade, their “ imports ” rising by 
$1.4 billion in 1966 compared with $1.1 billion in 1965. 
The forecast implies a lower increase in “imports ” by 
western Germany from western Europe in 1966 (by 
$1.25 billion) than in 1965 ($1.6 billion). № 


If the rate of 11 per cent is applied to total intra-western 
European trade, that is including also the seven countries 
for which no national trade forecasts for 1966 exist,12 
the rise for 1966 becomes $5.5 billion (fo.b.). Larger 
“imports.” by EEC countries would account for $4.0 bil- 
lion of that amount (in 1965 $2.9 billion), and higher 
“imports ” into EFTA countries would contribute about 
$1.4 billion compared with $1.3 billion in 1965. 


This evaluation of the probable development of intra- 
western European trade implies that imports into the four 


124 This simply means that the country forecasts of import growth 
in 1966 (see Table 1) are multiplied by 103.7 (i.e. 111-107). 


125 Imports into these seven countries accounted for 13 per cent 
of total intra-western European trade in 1965 and exports from 
them for 8 per cent. The rise in their imports accounted for 17 per 
cent of the increase in intra-western European trade in 1965, while 
their exports contributed virtually nothing. 


largest economies, France, western Germany, Italy and 
the United Kingdom, will account for about one-half of 
the increment between 1965 and 1966, compared with 

about 40 per cent in 1964 and 1965. In fact, much depends _ 
on developments in France and Italy. If the acceleration of © 
their economic growth and, therefore, of their imports is 
not as great as envisaged, this projection of a substantial 
increase in intra-western European trade may well be 
proved wrong. . 

As the table on page 55 suggests, the volume growth of © 
western European exports of goods and services to the 
rest of the world is likely to be substantially less in 1966 
than in 1965, 514 per cent, compared with over 9 per cent, _ 
although in 1965 the increase was exceptionally large. The _ 
data presented in Table 21 (they refer to commodity trade _ 
in current prices and cover only three quarters of the year) 
imply that exports to the rest of the world accounted Гог. 
35 per cent of total western European exports in 1964 but © 
for 42 per cent of the increment between 1964 and 1965. _ 

North America and eastern Europe were the most 
buoyant markets for western European exports in 1965. 
There is every reason to believe that these two regions will 
also absorb larger quantities of western European exports 
in 1966; the North American boom continues unabated 
and recent forecasts indicate that in 1966 economic 
growth in the United States may well reach the same high 
rate as in 1965. However, in 1965, western European 
exports to this country were boosted by extraordinarily 
large deliveries of steel in anticipation of a strike that 
never occurred. Such exports will, of course, not be 
repeated in 1966. Exports of other commodities should 
continue to grow at a very high overall rate. However, it 
would be unrealistic to expect a repetition of the excep- 
tionally high rate attained in 1965. 

In 1965, western European exports to eastern Europe 
and to the Soviet Union rose by more than 20 per cent, 
the expansion being concentrated on trade with the Soviet 
Union. Current trade agreements and contracts suggest 
that this increase will continue in 1966. It is true that 
harvests in eastern Europe were disappointing in 1965 and 
that the Soviet Union purchased large quantities of grain 
from the West as happened in 1963. (It is likely that the 
fall in western European exports to the Soviet Union in 
1963, and only moderate growth in 1964, were connected 
with the Soviet Union’s need to earmark foreign currency 
for the purchase of wheat.) The quantities of grain cur- 
rently involved appear to be smaller than in 1963 and, also, 
more resources seem to be available to finance eastern 
European imports from western Europe. For both rea- 
sons, Soviet grain imports from extra-European countries 
will probably have fewer repercussions on current than on 
capital account transactions with western Europe. 

Western European exports to the remaining developed 
countries will certainly change in 1966. Thus, exports to 
Japan, which fell in 1965 alongside the lowest economic 
growth rate experienced for years (about 3 per cent), and 
because of a reduction in inventories and imports of 
capital equipment, are likely to recover in 1966 in line 
with the expected acceleration in economic growth. 
Exports to Australia, New Zealand and South Africa 
continued to rise quickly in 1965 despite the fact that the 
export earnings of these three countries rose less than in 


previous year. Although exports from this group of 
ntries recovered towards the end of 1965, it is likely 
| their imports from western Europe will grow at a 
estern European exports to the developing countries 
eased rather faster in 1965 than had been expected at 
e beginning of the year. To some extent this was caused 
y the relatively slow growth in United States exports to 
these countries (not attributable to any decline in the 
Telative competitiveness of the United States but to special 
actors) and by an increase in western European private 
avestments and commercial credits, although the exact 
contribution of these factors is not known nor is it pos- 
‘sible to assess their role in 1966. However, the rise in 
developing countries’ export earnings was limited in 1965 
partly by lower commodity prices and partly by a smaller 
‘increase in the import requirements (including some run- 
‘ning down of stocks) of several developed countries. 
Towards the end of the year, primary commodity prices 
‘recovered somewhat and since the economic growth of 
developed countries is expected to be rather faster in 1966 
than in 1965, it seems likely that the developing countries’ 
export earnings will increase more in 1966 than in 1965, 
which, in turn, should sustain the growth of their imports. 
Whether western Europe will be able to repeat the success 
achieved in these markets is another matter. The United 
_States is making great efforts to raise exports; it is expected 
that their exports to the developing countries will grow 
appreciably faster than in 1965, but part of this may take 
the form of increased shipments of food. 


Prospects for trade developments in 1966 may be sum- 
marized as follows: (a) the expansion of intra-western 
European trade will be somewhat higher than in 1965; 
(b) western European imports from the rest of the world 

_will also increase slightly faster than in 1965; (с) western 
European exports to the rest of the world will, in contrast, 
grow less quickly, but this should be seen against an 
exceptionally high growth in 1965; (4) North American 
trade may perhaps show the opposite trends — an 
acceleration in export growth and a slightly slower in- 


6. PROSPECTS 


(a) Prospects for 1966 


Prospects for 1966 have been described at various 
points in earlier sections (see in particular Table 1), and 
need only be summarized here. The present subsection 
deals with the industrial countries. Prospects and policies 
in southern Europe are dealt with in subsection 6 (c) 
below. 

The outcome of the projections for the individual 
countries is that their combined gross national products 
should increase by about 4 per cent in 1966 compared with 
314 per cent in 1965, and compared with a long-term 
average growth rate for the whole region, since 1952, of 
between 414 and 5 per cent. 

This projected slight acceleration in the (1966 growth 
rate will result from continuing recovery in activity ш 
France and Italy, and, probably, Belgium and Ireland, 
stimulated by more expansionary government policies 


crease in imports; (e) Japan apart, the changes in the 
trade position of the other developed overseas countries 
will probably resemble those of North America; in Japan 
a resumption of the import growth may be coupled with 
a smaller increase in exports; (Г) export earnings of the 
developing countries may rise more in 1966 than in 1965 
and it is just possible that their import growth will be 
maintained at the 1965 rate; these rates of change are not 
inconsistent with, and may well be accompanied by, a rise 
in the current deficit of developing countries in 1966. 


Taken together, these tendencies seem to suggest that 
1966 will witness a very slight further improvement in 
western Europe’s consolidated current balance with the 
rest of the world (mainly vis-d-vis the developing coun- 
tries) and a rather larger improvement in the United 
States current balance (with both western Europe and the 
developing countries). There is one qualification to this, 
however: whether or not the United States will be able to 
reverse the deterioration in its trade and current balances 
which occurred in 1965 will depend on the extent to which 
its economy can resist the inflationary strains which seem 
to be appearing. To the extent that such resistance is 
unsuccessful, United States imports from western Europe 
may expand more rapidly in 1966 than has been assumed 
above, and the improvement of the United States’ cur- 
rent balance be less than the improvement in western 
Europe’s. Whatever the outcome, the conclusion that the 
developing countries may experience a larger current 
deficit in 1966 than in 1965 is unchanged. Such a deficit, 
as in 1965, will most likely be financed by larger net 
inflows of various forms of capital, and not by a depletion 
of their slender monetary reserves. Thus, there is no 
reason to expect any major disturbances in 1966 in world 
trade and payments flows between the major groups of 
countries. Individual countries may of course experience 
more prominent changes. Some of them (both developed 
and developing) will experience balance-of-payments 
difficulties, others will recover from previously unfavour- 
able positions and yet others, as hitherto, will ride com- 
fortably on the crest of the world boom. 


AND POLICIES 


after a period in which policy had held down the growth 
of output; 254 in Austria, the Netherlands and Sweden, 
too, output is expected to grow somewhat faster in 1966. 
Markedly slower rates of growth are expected in 1966 
than last year in Finland and Norway (which recorded 
one of the highest rates of growth in 1965), and some 
slowing down in western Germany. Switzerland and the 
United Kingdom are expected to maintain about the same 
slow growth rate in 1966 as in 1965, under the influence of 
a demand-restraining policy. On these projections, the 
United Kingdom will be the only country with a growth 


1254 Tn Ireland better growth prospects depend largely on bigger 
exports, which may be assisted by the free trade area agreement 
between Ireland and the United Kingdom of December 1965. A free 
trade area in industrial goods is to be established over a 10-year 
period; more immediately, the United Kingdom Government will 
take steps to encourage Irish food exports to the United Kingdom, 
especially of meat and meat products. 


966, and the Netherlands 


иной over 5 рег cent. For all the other 


nes = tern of projections for 1966 is broadly in line with current 
indicators of output and demand up to the end of 1965 or 
early 1966; and in particular with the very slow upward 
movement in indices of industrial production in most 


countries (except France and Italy) during the course of 


the past 9-12 months. 


~The slow-down in output in 1965, like the boom in 


1964, is closely associated with the much more marked 
fluctuations in investment, particularly in private invest- 
ment.!2? In most countries, the relatively slow expansion 
of investment of 1965 is expected to be repeated in 1966. 
Only in Belgium, Italy and the Netherlands is a substan- 
tial speeding-up of investment in total, and of private 
investment in particular, officially expected, and in none 
of these three countries can a substantial increase in 
private investment be regarded as assured. 

Relatively slow growth rates in 1965 represented much 
diminished strains on resources; they were often expected 
to result in a substantial weakening of the forces making 
for inflation of incomes and prices. So far, these expecta- 
tions have been disappointed in many countries. The rate 
of increase in wage- and salary-earnings slowed down very 
little, except in France and Italy where the deflationary 
policies were most drastic, and in the Netherlands and 
Ireland where the increases in earnings in 1964 had been 
quite exceptionally large. Thus, in each of the ten western 
European countries listed in Table 13 (except France and 
Ireland), hourly earnings in industry increased in 1965 by 
between 7 and 11 per cent. (The same table shows the 
corresponding increase in hourly earnings in the United 
States as just over 3 per cent.) Moreover, since the level of 
employment did not respond proportionately to the 
slower rise in output — as is, indeed, normal — the rate 
of productivity increase was reduced and the rise in unit 
labour costs generally accelerated. 


It is common, however, to underestimate the length of 
the time-lags involved. There is a reasonable prospect 
that 1966 will see some reduction in the rate of inflation 
of money incomes, costs and prices. 


In 1966, there should be, too, a continued readjustment 
of the balance-of-payments disequilibria of 1964-1965. The 
major features of 1965 were the appearance of a large 
current deficit for western Germany, the substantial 
reduction of the United Kingdom’s deficit, the correction 
of the Netherlands’ deficit and the growth to very large 
figures of the surpluses of France and Italy. Recovery in 
economic activity in France and Italy should reduce their 
surpluses, and contribute to reducing the west German 
deficit, while the United Kingdom deficit is expected to be 
further diminished. Thus the extreme positions of 1964 or 
1965 should disappear. 


128 No official projection was available for Denmark at the time of 
writing. Okonomisk Arsoversigt (March 1966) expects a slowing 
down from 4 per cent in 1965 to about 3 per cent or less in 1966. 

17 The interactions between investment demand, restrictive 
policies, and the strain on resources, in bringing about the slowing 
down of expansion in 1965, are discussed in section 3 (a). 


countries, the projected rates of growth for 1966 lie 
between about 314 and 414 per cent. This general pat- 


= 


minishing force of western Се! г 
_region’s imports from the rest of the world, 

industrial and primary producing countries, 
increase somewhat faster than in 1965.18 =~ 
There seems to be every prospect that the long-sus 
expansion in the United States will continue throughout 
1966. The major influence maintaining the expansion is 
the continued strength of private investment, especially 
in manufacturing industry — although present estimates 
of the likely force of the investment boom vary consider- 
ably. A secondary but significant influence is the growth 
of defence spending. The need to sustain the expansion 
by tax cuts has passed; the 1966 budget proposed by the 
President was the first for several years to aim at restraint 
rather than stimulation. Indeed the fear now is that ; 
pressure of excess demand, especially of private invest- 4 
ment, may begin at last to lead to more substantial — 
increases in costs and prices —remarkably absent, in 
contrast with western Europe, during the past five years 
of steady growth. The Administration has made it clear 
that it stands ready to propose tax increases, if necessary, — 
to maintain stability. It is still possible that the United — 
States will repeat in 1966 its performance of 1965: а. 
faster real growth rate — at 5 per cent — than in western 
Europe, with a smaller rise in prices. 


Expansion is expected to be resumed in Japan, with a 
certain budgetary stimulus, and to be maintained in 
Canada. 


On balance, therefore, the growth rate in the developed 
market economies as a whole is likely to be at least as 
fast as in 1965. This, together with rather firmer com- 
modity prices, may result in faster growth of export 
earnings of the developing countries and other primary 
producers; their reserve positions will not, however, allow 
them to increase their imports significantly faster. 


Given these external circumstances, western Europe’s 
exports to the rest of the world may not, on balance, rise 
as fast as last year, when their growth was exceptionally 
large. But the consolidated current surplus of western 
Europe with the rest of the world should at least be 
maintained. 


gist tinged 


(b) The influence of policy 


Conjunctural policies in effect during the past two years 
have had three main purposes. The general purpose 
everywhere was to break the price-wage spiral. Success 
was partial and at best very 310/129 it was perhaps more 
evident than elsewhere in France, where price inflation 
was the central problem, and where the battery of 
restraining instruments used included price controls. The 
tendency — visible in several countries throughout the 
nineteen-sixties — for the effect on prices of labour cost 
increases to be moderated by reductions in cost compo- 


In section 5 (pages 55-56), some of the implications for 
ei Sy of the consolidation of the national forecasts are 
analysed. 


19 As illustrated for Italy in section 3 (b), page 13. 
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other than wages and salaries, conti 
> second aim was correction of the balance of рау- 
ats; this was the central preoccupation of policy in 

from late 1963 and in the United Kingdom from 
1964, and an important aim in Switzerland. The 
$ on the balance of payments of these countries were 
е much more rapidly (in Italy in 1964, in the United 
dom and Switzerland in 1965) than the effects on 
ages and prices; and the effects on imports, partly 
erhaps because of a cessation of stockbuilding, and aided 
the United Kingdom by the import surcharge, were 
re marked than on exports. A third purpose of policy 
as to meet the problems of financing investment — 
problems arising on the internal side partly from rising 

osts and a certain decline in the liquidity of enterprises, 
artly in some countries, from the pressure of public 
borrowing. On the external side, the purpose, particularly 
emphasized by the Commission of the European Eco- 
nomic Community, was to prevent national differences in 
interest rates and liquidity requirements from encouraging 
unwanted international movements of funds. 


_ There is no reason to expect substantial new changes 
in the direction of conjunctural policy during the next few 
months. While, almost everywhere, rising prices and 
incomes are still bound to cause anxiety, it is not expected 
that the emergence of new balance-of-payments dis- 
equilibria will call for violent shifts in policy this year. 


Policy influences on particular developments in the 
individual countries have already been discussed.!*! It is 
proposed here to attempt a general view of current 
economic policies in six countries: France, Italy and 
Belgium, where the present objective may be described as 
cautious stimulation — cautious because of the danger of 
reawakening the inflation of prices and incomes; western 
‘Germany, where policy aims at a mild restraint of 
demand, and Switzerland; and the United Kingdom, 
where the objective is cautious restraint — cautious 
because of the danger of further prejudicing confidence 
in long-term growth and structural reform. In most other 
countries, monetary and credit policies, and to a much 
less extent budgetary policy, are still biased towards 
restraint, but not to the extent of seriously holding back 
the growth of real output. 


France 


The central problem in France is the familiar one — of 
directing the forces of expansion into technical progress 
and the rationalization of the structure of the economy, 
on the lines set out in the Fifth Plan, while maintaining 
the relative stability of prices, and the external strength 
of the franc; so far as these latter aims were achieved 
in 1964-1965, it was only at the cost of a check to the 
growth rate and to the development of private investment. 


During 1965 and early in 1966, the instruments of the 
stabilization plan — a restrictive credit policy, a tighter 


130 See section 4 (e), pages 34-41. 

181 Especially in sections 3 (с), investment, 3 (d), public expendi- 
ture and budgets, 4 (c), wages, productivity and labour costs and 
4 (d), consumer prices. 
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budgetary policy, and a fairly widespread price control— | 
were all modified. Monetary and credit policy was 
gradually eased and a number of structural changesinthe = 
financial system were introduced to facilitate the flow of к 
funds into productive investment.1%? ies. | 


In the fiscal area, the principal innovations have been 
the institution (proposed in February 1966) of a tax 
tebate on purchases during 1966 of selected items of 
equipment, and reforms of company {ахаНоп.138 _ т 


A move was made in 1965 towards the easing of admi- 
nistrative price controls by allowing industries to enter 
into “ stability contracts ”, under which а. score of indus- 
tries undertook to offset any price increases for one 
product by reductions on others. A still more elastic 
system, of “ programme contracts ”, is now proposed by 
the Government. Enterprises are to be invited to submit 
to the authorities their plans for production, investment, 
exports, wages and prices. If these plans are approved 
(silence on the part of the authorities being taken to 
imply consent), the enterprise is entitled to freedom from 
price controls within the framework of its plans, Enter- 
prises which do not enter into either type of “ contract ” 
remain subject to the price stop in force since September 
1963 and there is no intention of abolishing the general 
use of price control powers. At the same time, the prin- 
ciple of adjusting public enterprise tariffs to real costs has 
been adopted in the Fifth Plan; as a first step, railway 
charges have been increased. 


The stabilization programme of 1964 was recognized as 
an inevitable interruption to the progress of the Fourth 
Plan. Now that the stabilization programme has some 
successes to record, it has become possible to put empha- 
sis on the harmony between the cautious expansionism of 
present short-term policy and the objectives of the Fifth 
Plan (1966-1970). In terms of the major economic 
aggregates, the programme for 1966 is, indeed, fairly 
closely in accordance with the Plan. 


182 For a summary of these structural changes, see section 7 (c). 
The principal steps in the easing of monetary and credit policy 
were: 

(1) March 1965: Easing of financing of construction by in- 
creasing the amount of loans made by the Crédit foncier 
and by extending the repayment period from 20 to 30 years, 
partly to keep up with rising construction costs. 

April: Discount rates lowered from 4 to 3.5 per cent. 
May: The “conditions de banque” (minimum lending 
rates) lowered from 3.60 to 3.35 per cent. 

June: The formal ceiling for increases in bank loans lifted, 
but banks still asked to moderate their advances. In addition, 
restrictions on hire purchases were relaxed. 


(v) In the second half of 1965, the liquidity ratio of the com- 
mercial banks was lowered from 36 to 34 per cent from 
September and further to 32 per cent in December. 
October: The Government issued a loan of 1 billion francs 
to be used for investment in selected public and private 
enterprises. At the same time, measures were taken to 
favour private saving by changing the tax structure. 
February 1966: Limit on medium-term loans for leasing of 
capital equipment doubled. Possibility of abolition of 
minimum lending rates to be examined by the Conseil 
national du crédit. 


(ii) 
(iii) 


(iv) 


(vi) 


(vii) 


133 See section 3 (с) for the investment incentives, and section 7 (с) 
for the company tax changes. 


France — 1966 projections compared with Fifth Plan 


Projections for 1966 @ Fifth Plan 
Increase over 1965 Annual rate 


Percentages, at constant prices 


Resources 
Gross domestic product 4.5 5.0 
EMI POFES ам 9.0 8.8 
Total resources = 5.0 aye 
Expenditure 
Private consumption . . 4.1 — 4.6 
Public consumption. . . 4.3 _ 6.7 
Fixed investment . . . . 5.4 5.7 
Exports. oe atte te 3 7.0 9.1 


@ Principal economic hypotheses for 1966 (see Table 1). It should be noted that the 
figures are based on the French national accounting conventions. For details of 
the investment projections, see section 3 (c). 


Doubts may arise on two key issues. First, as was sug- 
gested in section 3 (c), it is still uncertain whether private 
investment — even with the new tax stimulus — will in 
fact increase as much as is hoped (a rise of 314 per cent is 
embodied in the projections). Direct encouragement of 
private investment did not succeed in raising its level last 
year, and it seems possible that it will not revive fully 
until the firmness of the general recovery in total demand 
has been more clearly demonstrated. 


The second problem is that of price inflation. The 
Fifth Plan formally incorporated a general rise in prices 
of 112 per cent a year. Even allowing for an expected 
acceleration in productivity growth, current developments 
in wages and salaries, further increases in prices of public 
services, the liberalizing of price controls and some 
increases in agricultural prices are likely to result in a 
rather faster price increase than occurred last year or than 
is implied in the Fifth Plan.1** More interest is, however, 
taken in preventing price rises in excess of those in com- 
peting countries (an overall increase more than 1 per cent 
in excess of the average in other western European coun- 
tries would be regarded as one of the signals indicating 
the need for policy adjustments), 


It cannot be said that the efforts to establish an agreed 
incomes policy, on which so many hopes were placed, 
have yet led to significant results. In recent negotiations 
over public service pay, the Government has shown con- 
siderable resistance to wage-claims, and it is possible that 
the proposed “ programme contracts ” with enterprises 
may offer opportunities to the Government for keeping 
both price and wage and salary rises under some control. 
The Government also announced in February 1966 its 
intention to establish a “ centre for the study of incomes 
and costs ”, consisting of independent persons, which 
should at least help to improve the limited amount of 
information available, particularly on profits. This is a 
considerably modified version of the original proposal to 
set up a “ Collége des revenus ”, with more ambitious 
functions, which was rejected by the interested parties. At 


134 Tt is intended to maintain the planned increase of agricultural 
income per farm unit of 4.8 per cent so far as possible by encouraging 
modernization and concentration of holdings. But some increases 
in prices, in particular for meat, are also proposed. Although overall 
GNP prices and retail prices may increase more than last year, 
it is reasonable to expect that, with rising productivity, labour 
costs in manufacturing may rise by no more, and perhaps less, 
than the 2 per cent increase shown in Table 13 for 1965. 


the same time, proposals have been revived for а 
in one form or another, that employees should have the 
right to a share in the increased asset values of privat 
business arising from self-financed investments.1* There 
is, however, no evidence that either employers’ organiza. 
tions or the trades unions view such proposals with any 
enthusiasm, or that, even if they came into effect, they 
would modify wage claims. A 

q 


Italy 


Recovery of output growth in Italy may owe less to 
policy, and more to the natural forces of demand, than the 
revival in France; the effects of the stabilization pro- 
gramme on real consumption, on investment and on 
imports had been much more severe and longer drawn out 
in Italy than in France. The depression of domestic 
demand was, however, partly compensated by the remark- 
able acceleration of the growth of exports, which was by 
itself enough to account for the 3 per cent increases in 
total output in 1964 and 1965.1%6 


Faster growth of the economy in 1966, if it is to follow 
the official intentions, depends chiefly on reversal of the 
decline in investment, and policy has been directed 
mainly to this object. It was shown 137 that efforts are now 
being made to expand public investment, whether “ pro- 
ductive” or “social”, more quickly, and to assist 
dwelling construction. The present appears the right time 
for improvement of the economic and social infrastruc- 
ture, in accordance with the objectives of the 1966-1970 
Plan (although that has not yet been approved by Parlia- 
ment); the obstacles are, rather, the delays in project pre- 
paration and in administrative procedures.1°8 The total 
amount of public investment (especially if the publicly- 
owned industries are excluded) is in any case limited and 
only a very rapid expansion could have a significant 
impact on the economy as a whole. 


At the same time, a number of measures have been 
taken to stimulate private investment, mainly by the 
easing of the credit restrictions which were the main 
instruments of the stabilization programme in 1963-1964 
and which contributed significantly to concentrating on 
investment the check to growing demand. The first series 
of measures for reviving investment was announced in 
March 1965, with further instalments later in the year.189 


_ 135 The Law for reform of Company taxation, passed in July 1965, 
included a clause (the “ Vallon amendment ”) providing in very 
general terms for such rights. A commission is to be established to 
teview the various possible methods. 

136 See Table 8. 

137 Tn section 3 (с), page 17. 


138 In January-September 1965, investments in “ public works ” 
(by far the most important component of government investment) 
increased by about 6 per cent in value in comparison with the 
corresponding period of the previous year; there was an increase of 
12 per cent in the North but a decline of 4 per cent in the South. 
But probably most of this increase was absorbed by higher costs, 
and employment on these operations fell by nearly 8 per cent. 


aug The decree-law of 15 March 1965 (known as the “ Super- 
decree ”) provided for the financing (by the Credit Consortium for 
Public Works and the Post Office Saving Fund) of local authorities, 


hospitals, popular dwellings and highways; the funds were to be 


аз providing easy credit, these measures included. 


shift to the Government of a further 3 per cent 
Шоп lire in 1965) of contributions to social security 
iously paid by employers; the object was to increase 
funds available for self-financed investment. In spite 
` these changes, it is still very doubtful whether private 
estment — although it may have ceased falling — has 
begun to increase on a significant scale; as in France, 
eems that clear evidence of a continuing upturn in 
ivity is needed before widespread programmes are 
aunched for increasing and modernizing capacity. For 
time, at least, the revival in output may still depend on 
the increase in real consumption. The rise in wage- and 
‘salary-rates may continue in 1966 at about the same pace 
as in 1965, when they rose 8 per cent,“° and the total 
-wage- and salary-bill may rise faster than in 1965, since 
employment is no longer declining. The extent to which 
“wage increases are passed on in prices should diminish: 
managements may be prepared to anticipate a resumed 
increase in productivity and the cost pressures on enter- 
prises have been somewhat relieved by government 
measures. 


Belgium 


No deliberate programme for re-expansion has yet 
‘been established in Belgium, but some of the credit res- 
trictions of the stabilization programme of 1964 were 
eased during 1965 1“! and public investment is budgeted to 
increase again. The signs of recovery in output and 
demand are still very weak; the projected increase of 
ЗИ per cent in total output in 1966 appears somewhat 
uncertain unless more comprehensive measures for re- 
expansion are adopted. 

Although the stabilization programme brought down 
the increase in demand, in particular of investment 
demand, and checked the growth of imports, and although 
it had some effect in easing the strained labour market, it 
did little to check the rise in unit labour costs in industry 
or in prices in 1965 (see section 4 (c) and Table 13). At 
the end of the year, the then Government endeavoured to 


for the approval of public works. It also provided: measures in 
favour of agriculture; credit and other facilities, especially to small 
and medium-sized firms operating in the South, for the purchase 
of machinery; tax concessions for residential buildings, and assist- 
ance to certain categories of unemployed. Later measures consisted 
mainly of the following: loans for modernization to the textiles 
industry; the creation of a social fund for re-training unemployed 
textile workers; credits, at particularly favourable terms, for the 
construction of social dwellings. 

In September 1965, more was done for dwelling construction 
— long-term loans at reduced interest rates (covering up to 75 per 
cent of total dwelling cost) were to be available for construction of 
new dwellings or the purchase of already existing dwellings. 

140 Wage negotiations for 1966 have still to be settled for two 
major groups — the whole metal-using industry, covered by a 
single contract, and construction workers — including 4 million 
workers in all. 

141 [п April 1965, the limits on bank credits for industry, handi- 
crafts and agriculture were abolished; in July, the minimum liquidity 
ratio was removed and the general ceiling on bank credit outstanding 
(10 per cent over the level at the beginning of 1964) was removed, 
but banks were recommended to avoid faster increases in credit for 
building work, personal loans, hire-purchase operations and con- 
sumer expenditure. 


4 
persuade managements, unions and farmers to show res- 
traint in income and price claims in the hope of preventing 
further cost increases. AST 


Western Germany 


Hitherto, short-term policy in western Germany has 
depended almost wholly on the credit and monetary 
instruments; it is only now that serious efforts are being 
made to use the budget — which in recent years has often 
worked against credit restraint — as a tool for short-term 
management of the economy, both on the revenue and 
the expenditure $14е$.14? 


The main preoccupation of policy for 1966, as in 1965, 
is likely to be the internal pressure on resources and its 
consequences for wage and price developments and for the 
financing of investment. The appearance of a current 
account deficit on the balance of payments, of DM 6 bil- 
lion in 1965, at first reinforced the efforts of the authorities 
to counteract by credit restraint the excess liquidity 
arising from the inflow of foreign funds in earlier years. 
But the combined effects of the deficit and of credit 
restraint, accentuated by the heavy pressure of govern- 
ment borrowing, resulted, from early 1965, in a serious 
shortage of funds for investment. These difficulties were 
further increased by the need for short-term credit to 
finance the current deficit itself; although there was some 
relief through repatriation of short-term funds from 
abroad, the banks had to continue to expand short-term 
credit, which they did at the expense of their bond port- 
folios. The consequent shortage of finance for private 
investment and public expenditure led to a rise in long- 
term interest rates to 7 per cent and beyond. This was a 
development which the authorities were anxious to res- 
train; apart from the discouragement to investment, they 
did not want to revive the inflow of foreign capital 
attracted by the interest rate differential.4* Some relief for 
the capital market was obtained in the summer by an 
embargo on bond issues, subsequently replaced by a 
voluntary agreement on the part of public authorities and 
enterprises to ration their bond issues. But this can only 
be a temporary solution. 


The dilemma for policy seems to be the result of the 
almost exclusive use of monetary and credit instruments 
in a country where investment financing depends so 
heavily on medium- and long-term bank credit. In these 
conditions, the effect of short-term adjustments of credit 
policy is bound to be concentrated to an undesirable 
extent on the financing of private investment, without 
much affecting other forms of expenditure. 


It is not, however, suggested that the considerable fall 
in the rate of expansion of fixed investment in 1965 was 
wholly the result of a restrictive credit policy. It seems 
to have been influenced, too, by a certain spontaneous 


142 See section 3 (d), page 21. The most recent example of the 
use of the budget for counter-cyclical purposes was in 1957-1958, 
when the spending of the previously accumulated cash balance, 
together with tax reductions, must have significantly lessened the 
impact of the recession and helped to set off recovery. 


143 There was a certain inflow of long-term capital in 1965, but 
it was largely direct investment. 


144 Ag described in section 7 (©). 
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weakening of investment demand, in which reduced profit 
margins may have played a part, after the very large 
increase in investment in 1964. Bots | 

It is evident that the restrictive monetary and credit 
policies will continue throughout 1966 but supplemented, 
it is expected, by less expansionary budgetary operations 
including a smaller increase in public capital expenditure. 
At the same time, the evidence of order books for invest- 
ment goods suggests that private investment demand is 
still weak.1*® 


A further slowing down in total investment is the main 
reason for expecting another slight decline — to about 
4 per cent — ш the growth rate of total output. The 
expectation of a somewhat slower growth rate is con- 
firmed by the absence of any clear upward tendency 
(through January 1966) in the index of industrial pro- 
duction since the beginning of 1965. It appears that the 
pressure on resources is easing. In itself, however, this is 
unlikely for some time yet to moderate greatly the con- 
tinuing increases in prices or in wages and salaries. 


The balance-of-payments deficit, although likely to 
continue in 1966, has been regarded more as a symptom 
of excess pressure of domestic demand than as evidence 
of failing competitiveness in costs. But the rise in costs is 
causing some alarm, and it is realized that it cannot be 
kept under control simply by demand restraint. There 
is increasing pressure on managements and unions to 
adapt wage policy to changed conjunctural conditions.1“¢ 


Switzerland 


The Swiss authorities have endeavoured since the end 
of 1964 to match restraints on demand with the in- 
creasingly severe restrictions (begun in 1963) on the 
number of foreign workers, leading to a decline in the 
total labour force.1*? The demand restrictions — taking 
the form of restrictions on bank credit, building controls, 
the sterilizing of capital imports, and arranging for the 
phasing of capital issues — succeeded in bringing the rise 
in investment almost to an end, and, mainly by checking 
imports, considerably improved the current balance of 
payments. But the continuing increase in exports, as well 
as in private and public consumption, maintained the 
growth rate of output at about 414 per cent. The strain 
on the labour market kept wages rising perhaps no faster 
than in 1964, but fast enough to result in some increases 
in unit labour costs in spite of the rise in productivity. 
The rise in prices continued. 


The problem of maintaining balance in the Swiss 
economy is not likely to be easier in 1966. Although 
credit restrictions are to be continued, the building con- 


145 See section 3 (c), pages 18-19. 


146 “ The easing of demand pressure is by no means a sufficient 
condition for price stabilization. Experience abroad has shown that 
the slackening of demand does not necessarily check price increases. 
If cost pressures do not come to a stop at the same time, there is a 
very disagreeable combination, namely slower growth than physi- 
cally possible — ап@ even stagnation—and a continuation of 
inflation...” from statement by the Federal Minister of Economic 
Affairs, January 1966. 


147 For a discussion of the background for the Swiss restrictions 


on immigration, see Economic Survey of Europe in 1964, Chapter II, 
p. 35. 


trols were relaxed in March 1966. Meanwhile, a further 
restriction on immigration has been announced: em 
ployers are to reduce their foreign labour force by 


another 5 per cent this year.1* 


United Kingdom — - Баас ржа ВИ ` 


Since the end of 1964, the dominant objective of 
policy has had to be the correction of the balance-of- 
payments deficit. The problem has been to do this- 
which necessarily involved a check to the growth of 
demand — while maintaining, so far as possible, the 
impetus of investment for the sake of future growth, = 

Good progress has been made in improving the balance 
of payments. The current deficit, which reached the record 
figure of over £400 million in 1964, was reduced to ап. 
annual rate of about £100 million in the second half of 
1965. The outflow of long-term capital was reduced 
from over £350 million in 1964 to about £250 million 
in the same period. On present trends, taking the projec- 
tions of the National Institute,4° the current balance 
should reach approximate equilibrium by the end of 
1966. But a substantial long-term capital outflow, pro- 
bably over £100 million a year, will continue. The 
Government’s objective of equilibrium on the “ basic 
balance ” will, on these projections, be missed in the 
latter part of 1966 but could be almost achieved in early 
1967. 

This degree of success in correcting the balance of 
payments could not have been achieved without the 
slowing down of the growth rate of total output, from 
over 5 per cent in 1964 to 2 per cent in 1965 in real terms; 
and the achievement of anywhere near basic balance, a 
year from now, seems to imply (short of fortunate 
accidents) that the growth rate of domestic demand 
should continue to be held down to about this гайе.150 


The deficit has been greatly reduced, and may dis- 
appear; but it still has to be paid for. Over the longer- 
term prospect for Britain hangs the heavy shadow of 
repaying the debts contracted in 1964 and 1965; the 
United Kingdom now owes £900 million of short- and 
medium-term debt, mainly to the IMF and all repayable 
by 1970. Recorded reserves stand at £1.3 billion, and 
together with-at least £500 million other liquid assets and 
available credit facilities are a perfectly adequate defence 
against short-term crises, but not to repay the debt and to 
leave a reasonable working balance as well. 


148 However, border workers are not in future to be included in the 
labour force subject to control. And seasonal workers in hotels and 
tourist enterprises are to be exempted from the new reductions. 


5 National Institute Economic Review, February 1966. The 
projections assume that the import surcharge is removed at the 
end of 1966. No credit is taken in the figures given above for the 
“balancing item ” which normally adds about £70 million a year 
to the recorded credits in the balance-of-payments statistics. 


15° The improvement of £300 million in the current balance in 
1965, quoted above, owed much to two factors not directly related 
to the deflation of demand: over £100 million to improved terms of 
trade and approximately £75 million (all annual rates) to the import 
surcharge, (Another £30 million was gained by postponing interest 
payments on the North American loans.) Without the slowing down 
of demand and the consequent check to the growth of imports 
the current deficit could hardly have been reduced at all, even with 
the benefit of these extraneous factors. 


first method — 
nuch smaller 


th of the 
(аз in 1956-1958 and in 1961-1962). The second 
Ч is to find ways of increasing the international 
Hitiveness of the economy, and, in particular, its 
pensity to export. This second method is universally 
roved. The first is the only method which has so far 
been operated with success in Britain. 
_ The Government has endeavoured to pursue a “ policy 
nix” with three elements: a short-term conjunctural 
olicy of demand restraint; a medium-term programme 
f expansion and structural reform; and an income and 


‘price policy. 


_ The short-term demand restraints have incorporated 
the normal elements of budgetary and credit policies. Both 
direct and indirect taxes had already been increased and 
the import surcharge imposed in November 1964, as 
soon as the new Labour Government took office. Further 
tax increases — mainly indirect — were imposed in the 
“main budget of April 1965. These tax changes may in 
themselves have had the effect of reducing real con- 
sumption in 1965 by the order of 1 per cent.1*1 On the 
expenditure side, the proposed rate of increase in public 
investment was reduced and restrictions announced on 
‘non-industrial construction. The tightening of credit and 
“monetary policy had a less calculable but perhaps not 
large effect.1°? 


On balance, the direct effects of budgetary and credit 
policy probably accounted for distinctly less than half the 
fall in the growth rate of total demand and output in 

` 1965. The major reason for the slowing down (as else- 
where in western Europe) was the declining rate of growth 
of private investment—a decline not in large part 
attributable to government policy, since it marked the 
end of an investment boom and was foreseen long before 
the change in direction of policy.}** 


The medium-term policy for expansion and structural 
change has been pursued in several ways. The first was 
the publication, in September 1965, of the Government’s 
National Plan, covering the period 1964 to 1970. The Plan 
incorporates proposals for the whole range of govern- 
ment economic policy, and a fairly detailed indication of 
output, investment and export targets for the private 
economy, and of the policies required for achieving 
them, based on a rise in total national output of 25 per 
cent during the six years (3.8 per cent a year). The special 
feature of the Plan is the extent of government commit- 
ment to the policies required for faster growth, if not to 


151 National Institute Economic Review, May 1965, Table 10. 

182 Banks were requested in May 1965 that loans should not 
expand more than 5 per cent up to March 1966; in February 1966, 
the banks were requested to hold advances within this limit after 
that date. In fact, the demand for bank credit seems to have 
expanded well within this limit. “ Special deposits ” were called for 
in April 1965. Minimum hire purchase deposits were raised in June 
1965 on certain items including cars, and maximum repayment 
periods reduced in July. 


153 See section 3 (с), page 17. 


by 1970, since that seems likely to | 


economy below its potential for a period 


growth rate not far off 5 per cent in each of the 
1968-1970: 155 output growth of 5 per cent for thr 
consecutive years may not be beyond the capacity of th 


British economy after three years of slow growth, but it = 
has not yet been achieved, even for two years, except at — 


heavy cost to the balance of payments. The effectiveness 
of the Plan, in present circumstances, is, however, to be 
judged not by the plausibility of its statistical projections, 
but by its effects on industry. So far, compared with 
developments in earlier periods of demand restraint, the 
special feature of 1965 was a certain maintenance of 
industrial confidence in future growth; the main evidence 
is that firms’ investment intentions suggest — at least 
for manufacturing — that investment in 1966 will con- 
tinue to increase, if only slowly.1°* 


Economic development committees’ have been 
established in about 20 industries, intended to act as 
pressure groups for pushing the structural reforms. At 
the same time, much emphasis has been placed on 
improving the geographical balance of industry, and the 
regional organization of government has been strength- 
ened. On the fiscal side, a significant innovation is the 
introduction (announced in February 1966) of a system 
of cash grants against investment in specified forms of 
equipment (almost simultaneously with the introduction 
in France of tax rebates against selected forms of invest- 
ment),1°5 


Finally, the establishment of very extensive machinery 
for the application of an effective policy on incomes and 
prices was clearly intended to have both short-term 
and long-term implications. The machinery consists of 
two major elements: the National Board for Prices and 
Incomes, whose function is to investigate and report on 
selected price increases (actual or expected), and wage or 
salary increases (claimed, or agreed between the parties) 
referred to it by the Government. Secondly, since 
November 1965, manufacturers (but not retailers) are 
asked to inform the Government of all plans for price 
increases on a specified but fairly comprehensive list of 
goods and services; and trades unions are asked to refer 
all wage-claims in advance to the Trades Union Congress, 


154 The National Plan, HMSO, Cmnd. 2764. “ Prepared in the 
fullest consultation with industry, the plan for the first time repre- 
sents a statement of Government policy and a commitment to 
action by the Government” (from the Foreword by Mr. George 
Brown). The extent of government commitment differentiates the 
National Plan from the otherwise somewhat similar programme 
proposed by the National Economic Development Council in 1963 
(“ Growth of the United Kingdom Economy to 1966”, HMSO, 
1963). 

155 Assuming growth of output of a little over 2 per cent in 1965 
and 1966 and around 3 per cent in 1967. The misfortune of the 
British Plan, in contrast to the French Fifth Plan, is to start from a 
base year just before, instead of just after, a period of relative 
stagnation and stabilization. 

156 See section 3 (c), page 18. 

157 The so-called “ little Neddies ”, being associated with “ big 
Neddy ” —the affectionate sobriquet for the National Economic 
Development Council. The committees consist of management 
and trades union representatives, independent people and officials. 


158 See section 3 (c), page 18. 


which has established a special committee to examine 
them.1°? th : in 

Both pieces of machinery operate on an entirely 
voluntary basis. The National Board can do no more than 
make recommendations to the industry concerned — and 
publish them. The Government has no powers of price 
or wage control to enforce them. The Trades Union 
Congress has no powers over the constituent unions. 
Nor has the Government shown any serious intention of 
taking powers of control. It has, however, announced its 
intention of introducing legislation (the “ early warning ” 
bill) to compel notification of proposed wage and price 
increases, including penalties for managements or workers 
who endeavour to put such increases into effect before the 
Government has pronounced upon them.!® 


The present system rests on a “norm” for money 
wage or salary increases of 3 to 31 per cent a year, and a 
commitment not to increase prices — except, for both 
wages and prices, in circumstances defined in rather 
general terms. These principles were accepted by the 
central management and union organizations in December 
1964. 

The National Board has issued reports on about 
15 сазез,161 and several more are pending. It has regarded 
its function as going far beyond a “ quasi-judicial ” 
decision in the light of precedents; a notable feature of 
the Board’s reports has been a discussion of ways in 
which the methods and habits of operation of industry, 
as well as the pay and price structure, and the principles 
on which pay changes have hitherto been determined, 
might be improved. 


Meanwhile, the system of reference of wage-claims to 
the TUC — although little has been published on its 
results — represents a highly significant break with the 
long tradition of complete independence of pay bargain- 
ing, within each industrial bargaining group, from any 
form of central consideration or supervision. 


Although this machinery has been operating energe- 
tically for several months, with co-operation of unions 
and management,'® it is true that its results are barely 
measurable in statistical terms. It has been suggested that 
relative stability of prices since mid-1965, while wages 
and salaries have been rising fast, demonstrates the 


159 The asymmetry in procedure is because the central employers’ 
organization (the Confederation of British Industries) was urged, 
but was unwilling, to take responsibility for examining plans for 
price increases. 

169 Tt is not proposed that such legislation should be put into 
effect until it is shown that the voluntary system of notification has 
failed in its purpose. 

161 Оп prices: bread and flour, soap and detergents, private 
road haulage, London electricity, gas, coal (the last three being 
nationalized industries). 

On wages/salaries: electricity clerical workers, Midland Bank 
staff, British Railways, Government industrial workers, bakers, 
higher civil service, Armed Forces, gas clerical workers. 

On wages and prices: printing. 

182 The first significant breakdown in co-operation with the 
machinery came in March 1966, when the transport workers’ 
union, which has always been opposed to many aspects of the 
incomes policy, announced its refusal to co-operate with the National 
Board. This refusal arose from the reference to the Board of a 
wage-claim for London bus workers which had already been agreed 
with the employers. 


greater degree of restraint in prices, partly at the expense 
of profits. A comparison of the rise in the retail 
index with the price increases that might have 
expected on previous experience, granted the rise 
wages and other determinants, suggests that polic 
influences might have restrained the price rise (which v 
41% per cent during the course of 1965) by perhaps 
и per cent.1® | | 

For wages and salaries, the extreme comparison is 
between the “norm” of 3-314 per cent and the rise of 
10 per cent in actual hourly wage earnings of men during 
the course of 1965. Against this, it can be argued that 
standard weekly wage rates, which is what the unions 
generally bargain about, rose only 414 per cent during 
1965; given the continued pressure on the labour market, 
and the rise in the cost of living inherited from previous 
periods, which could not have been avoided by even the 
strictest wage restraint, no lesser increase would have 
been conceivable. The excess over the “ norm” was thus” 
the result first of compensation for the extensive гедис-_ 
tions in standard hours (hourly wage rates rose 7 рег. 
cent) and second of the increasing wage drift resulting 
from competition for labour, which is not under the 
control of the unions-and employers’ organizations. 


The problems of incomes policies 


Some lessons of fairly wide applicability may be drawn 
from the British efforts to operate effectively a prices and 
incomes policy. 

The first is the difficulty inherent in setting a “ norm ” 
for income increases which is likely to be respected. It is 
usual to adopt a figure corresponding to the expected 
increase in productivity, which would be reasonable 
enough if it were possible to start from a position of stable 
prices. In fact, this rarely happens, and unions will 
inevitably take the view that it is legitimate to add at 
least past increases in prices to the “norm ”.164 The 
difficulty is accentuated when wage bargaining is com- 
pletely decentralized, and when each settlement takes 
into account developments over a different past period. 


Second, the existence of wage drift, in the United King- 
dom as in many other western European countries, has 
destroyed much, though by no means all, of the signi- 
ficance of traditional bargaining practices. The unions and 
employers’ associations, however firmly committed to an 
agreed policy, are not in fact in a position to control 
the level of actual earnings. 


Third, major conflicts over the application of the 
“norm.” are likely to spring —as has happened in 
Britain — from groups whose income levels are relatively 
low (for example, from groups in the public services who 
have no access to wage drift). A comprehensive incomes 
policy implies that those responsible for its application are 
committed to devise reasonable principles for relative 
pay levels as a basis for judgement of pay changes. 


1вз National Institute Economic Review, February 1966. 


164 The “ norm ” proposed in western Germany (see section 4 (c), 
page 32) Tecognizes this by adding an allowance for price rises to the 
increase in productivity (Zweites Jahresgutachten des Sachversténdi- 
genrates. Bonn, 15 December 1965, paragraph 201). 


отез policy ® is central for maintaining competitive- 
$ in international trade. The facts suggest that other 
ences than the relative increase in wage earnings can 
more important. Thus, the United Kingdom stands 
‚ during the nineteen-sixties as the western European 
itry most subject to current account difficulties,1%® 
d with the biggest loss in share of world trade; yet it is 
iso — as was shown in the study of changing cost- 
tructures in 1961-1964 — the country with the smallest 
crease in average earnings and in labour costs per unit 
of output.1*® The United Kingdom’s problem, in the 
western European context, seems to lie partly in the 
perlatively small increase in productivity, and partly in a 
зе in export prices which follows more closely the rise 
in unit labour costs than in most competing countries.197 
This last fact may illustrate one aspect of the need for in- 
“creasing the “ propensity to export ”. For this reason, the 
links between pay increases, pricing practices and specific 
potential increases in productivity (on which the National 
Board for Prices and Incomes has been insisting) may be 
regarded as a more significant facet of incomes and 
prices policy than the effort—important as it is — 
simply to enforce general restraint. 


It becomes clear that an incomes and prices policy, on 
any ambitious scale, cannot be thought of as just an 
instrument for short-term management of the economy. 
It is, rather, part of a programme for changes in economic 
attitudes and its effectiveness can be judged only by 
long-term results. 


Developments in economic policy 


Three recent developments in economic policy may be 
singled out as significant. First, there has been a more 
determined effort to link short-term economic policies 
more effectively to medium-term programmes for develop- 
ment and structural change. As has been shown for 
France and the United Kingdom, so long as national 
economies are subject to various disturbing forces, both 
internal and external, which are not wholly amenable to 
government control, there is no way of ensuring perfectly 
stable growth, year by year, along the trend line set by a 
pre-determined longer-range programme. Nor is such 
rigidity in the rate of development necessary for good 


165 Although the United Kingdom’s current account deficit in 
1964, the largest of the past ten years, was smaller than western 
Germany’s current account deficit in 1965 (see Table 26). 

166 See Table 14. For recent increases in unit labour costs in 
manufacturing, see also Table 13. 

167 The following figures show the percentage increases between 
1962 and 1965 : 


Unit labour costs Unit value of 
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ИЕН Davi te rer Noein Ff за 

13 Fe) (eye а хо 9 12 No change 
И tre. Soe 2 ets 8 6 
Western Germany ..... 6 1 
SE о и миа аня И. —1 
INetherlands и. Oa 12 6 
А Gaye SIS Ss 2 1 
т а Е ЗНА УС ciel ie 7 7 
Switzerland ее = 10 12 
United Кшядот...... 4 7 


Sources: Unit labour costs: Table 13. Unit value of exports: 
National Statistics. 
@ Ail exports. 


, it is often suggested that the establishment of an 


b 
management. But a general and well-known framework of 
agreed ideas about the pattern of future development can 
at least provide a scale of priorities for government 
action, and a certain basis for intelligent anticipation by 
business managements and workers’ organizations. 

New programmes for the medium term have recently 
been issued not only in France and the United Kingdom 
but also in Italy (a programme, still to be approved, 
for 1966-1970), Sweden (for 1966-1970), Norway (for 
1966-1969), and Finland (for 1962-1967).188 One feature of 
these programmes is that they may reinforce the general 
tendency, already observed,!® for a certain convergence 
of overall growth rates in western Europe. Thus the 
French Plan is based on an annual growth rate of 5 per 
cent; the British National Plan on a rate of 3.8 per cent 
(although, as noted above, this may be difficult to 
achieve for the plan period 1964-1970, yet it does not 
seem out of reach as an annual rate for the later 1960s); 
the Italian plan on a 5 per cent rate (a somewhat slower 
rate than during the 1950s or early 1960s); the Swedish 
on a 4.2 per cent rate; the Norwegian on a 4.5 per cent 
and the Finnish on a 4 per cent rate. 


Secondly, the last year or two have seen an increased 
realization in several countries of the need to use bud- 
getary policy in addition to monetary and credit policy, 
as a major instrument for short-term management of 
the economy. 


In one sense, this may seem to conflict with the longer- 
term planning of public expenditure, both current and 
capital, which, also, is now being more widely adopted; 
forward planning implies certain commitments, which 
are not easily reconcilable with flexibility and the need 
for short-term adjustments. The setting of priorities 
among the separate expenditure ‘programmes may, 
however, be a positive help in the choice of short-term 
adjustments. So may the more effective control by the 
Central Government over the expenditure of regional and 
local authorities, which is a necessary element of com- 
prehensive forward planning of public expenditure. Nor 
does the forward planning of public expenditure conflict 
with the adoption of more flexible tax policies adapted to 
the requirements of domestic and external balance of 
demand with resources. 


Thirdly, there is the development of prices and incomes 
policies, designed to improve the pricing practices of 
enterprises and the wage and salary policies of both trades 
unions and enterprises, and to adapt them to the pursuit 
of economic efficiency as well as to social needs. As 
illustrated by the British example, this is likely to prove a 
lengthy and often, at first sight, an unrewarding endeavour 


168 See Italy: Progetto di programma di sviluppo economico per il 
дитдиепто 1965-1969 and Nota aggiuntiva . . . рег 1966-1970 
(Rome, 1965). 

Sweden: Svensk Ekonomi 
(Stockholm, 1965). 

Norway: Norwegian Long-Term Programme 1966-1969: Parlia- 
mentary Report No. 63, 1964-1965 (Oslo, 1965). (This programme 
was elaborated by the previous Government.) 

Finland: Report on Growth Policy for Finland. Economic Council 
(Helsinki, 1965). (More recently a Government budget for 1966- 
1969, based on 4 per cent growth, has been drawn up.) See 
Е. Térnqvist, Bank of Finland Monthly Bulletin, January 1966. 


169 Section 7 (a). 
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and may call for deeper consideration of the principles 
on which the national income should be distributed than 
has yet been thought necessary. Nevertheless, it holds 
out possibilities for the longer-term future which, although 
their importance need not be exaggerated, could be of 
great value for economic stability and for more har- 
monious economic and social progress. 2 


(с) Southern Europe 


Nineteen sixty-five was the first year of Portugal’s 
interim three-year development plan (1965-1967) in which 
the annual growth target was raised from 4.2 per cent 
(the rate laid down in the 1959-1964 Plan) to 6.1 per cent. 
In fact this target was exceeded.” It was the second year 
of Spain’s four-year plan covering the period 1964-1967 
and growth again exceeded the annual 6 per cent target. 
For three years in succession, output in Greece has been 
higher than envisaged in the plan for the period 1962- 
1966. In contrast, the Turkish economy has still not 
succeeded in attaining the 7 per cent annual rate of growth 
prescribed in the first five-year development plan (1963- 
1967). Only once, in 1963, when the harvest was exception- 
ally good, was this target reached. 


Although relatively high rates of growth have been 
attained in Greece, Portugal and Spain, the experience of 
the last two or three years has drawn attention to certain 
aspects of the development problem in these countries. 
One such aspect, the effect of emigration, is discussed 
in section 4(f). A second (to which reference has been 
made) is the difficulty widely experienced in southern 
Europe of reaching a volume (especially in Turkey) 
and a pattern (particularly in Spain and Greece) of 
agricultural production which matches changes in the 
demand for agricultural produce that arise as a result of 
increases in population, the rise in real incomes and the 
process of urbanization. While the importance of raising 
agricultural productivity and changing the present 
pattern of cultivation is everywhere recognized, the rate 
of progress in these fields has been disappointingly slow. 
In some cases more rapid progress may depend on finding 
a solution to the problem of land tenure, but in general 
it is likely to require more vigorous implementation in 
the farm sector of the appropriate policies for prices, 
subsidies, credit and marketing facilities, co-operative 
organization and extension services, etc. 


Land reform in Turkey was promised in the 1963-1967 
development plan, but, as noted in the Survey for 
1964, no specific measures were proposed until 1964, 
and legislation was delayed first by the fall of the Govern- 
ment in March 1965 and then by the imminence of elec- 
tions in October. The new Government’s attitude towards 
land reform, though still to be finalized in legislative form, 
is apparently rather different from that of its predecessors, 
with greater emphasis being placed on alternative measures 
for raising agricultural productivity and on the absorption 
of surplus labour by the process of industrialization. 


171 National accounts data for Portugal have been revised con- 
siderably. Previous calculations showed the annual rate of growth 
of gross domestic product between 1959 and 1963 to be 5.9 per 
cent; this has been revised to 6.8 per cent. 


Furthermore, it is reported that any Е land 
distributed will be state owned. = 
Attention has been drawn to the fact t 


ко 


pursued in Spain in early 1964 of raising support р 
and limiting supplies by restricting imports caused a 
substantial rise in the domestic price level. Whilst he 
subsequent import relaxations may not have been suf- 
ficiently far-reaching, no further increases in support 
prices were authorized in 1965.11? On the other hand, the 
official buying price for wheat was raised before the 
1965 harvest in Turkey and, along with other farm prices, 
in Portugal too. In the Survey for 1964, changes Ш. 
Greek agricultural policy (including certain social 
measures) were described. It was the official intention 
that these measures — which included, inter alia, the 
extension of guaranteed prices to products, other than 
those traditionally benefiting from such support, and the 
announcement of such prices in advance of sowings — 
would induce a change in crop patterns which would 
help to reduce the wheat surpluses that had once more> 
emerged. However, the support given to other crops Ваз. 
proved inadequate, and since guaranteed prices for wheat - 
were also raised in 1964, production again exceeded 
domestic requirements despite an 8 per cent fall in the 
wheat area. The continuation of the experimental credit 
policy introduced in the autumn of 1964 appears to have 
been only partially successful.1”* Faced with this situation, 
the Government announced in November 1965 that, while 
cereal prices would remain the same, the procurement 
system would be modified so that, for example, wheat 
grown on irrigated land would not be eligible. Further- 
more, the size of the cotton subsidy is to be linked with 
the quantity produced instead of with the area cultivated 
in order to encourage higher output and yields. In the 
case of tobacco, it was announced that no further subsidy 
would be paid on any of the 1964 crop not yet purchased 
by the state procurement agency, and that the system 
of centralized collection which had been in force for 
many years would be applied only if and when necessary. 
Instead, and with a view to improving quality and yields, 
subsidies would be linked to output, as in the case of 
cotton.1"4 


A third aspect of recent developments is the difficulty 
encountered in reconciling a current (and perhaps rising) 
balance-of-payments deficit with the need for overall 
payments equilibrium and an adequate rate of economic 
growth. However, in Greece and Spain, this question had 
not previously given rise to great concern, since, in earlier 
years, the financing of the balance of payments had not 
caused any serious difficulty. The deficit on Greece’s 
commodity trade account had been offset to a consider- 
able extent by net earnings from such “ invisibles ” as 
shipping and tourism and from emigrants’ remittances. 


*72 However, as noted in section 4 (f), the prices actually received 
by producers continued to rise. 


из Interest-free loans were given to any small farmers who agreed 
not to devote more land to wheat. The loans were to be used for 


converting land to the cultivation of other crops and to livestock 
breeding. 


174 Tt is estimated that the new system will raise the cotton subsidy 
by 50 per cent. However, it is hoped that this will be more than 
offset by a reduction in the subsidies paid to wheat growers. 


ther with a net inflow of capital, these flows had 
enabled the reserves to rise. However, a rather 
rp rise in imports in recent years was accompanied 
a fall in the official reserves in both 1964 and 1965.1” 
rly, in Spain, the remarkable accumulation of 
gn exchange reserves, a feature of the post-stabili- 
ation period that began in 1960, ended in 1965 when 
serves fell as a result of a more rapid rise in imports 
and a slight fall in exports.1”° 
_ Even with the implementation of measures which seek 
to preserve a high rate of domestic saving and to restore 
budgetary equilibrium whilst sustaining the recent rate 
Г economic growth, Greece’s balance-of-payments 
difficulties could persist, particularly if the inflow of 
private capital in the form of direct investment should 
decline and the corresponding out-flow accelerate. 
However, the operation of the OECD Consortium for 
Greece, access to the European Investment Bank, and the 
opportunity of borrowing from the IBRD (now that the 
question of Greece’s postwar debts has been settled), 
have probably ensured that sufficient external official 
finance is available to cover the deficit remaining after 
net inflows of private capital have been taken into 
account. 


In Spain, the most urgent problem is that of internal 
price stability. However, this is clearly not unconnected 
with the external balance, for even though the considerable 
reserves may be used to cushion the effect of temporary 
measures to combat the rise in prices (such as still larger 
‘state imports of food and a further liberalization of 
trade in industrial products), a prolonged and self- 
perpetuating rise in the price level and in imports at the 
rates experienced in the last two years could not fail to 
have an adverse effect on the external accounts. But this 
problem will not be too serious in 1966, since there are 
reasonable prospects that the current balance of payments 
will not deteriorate to the same extent as in 1965. Quite 
apart from the long-run consequences for the balance 
of payments, it would seem essential that the exceptionally 
rapid rise in prices experienced in the last two years be 
terminated if the inflationary habits which the stabili- 
zation programme eradicated are not to be revived, 
together with the risk of diverting resources from the 
objectives of the development plan. The measures so far 
taken to ease strains in the building and. agricultural 
sectors, and to check the growth of credit and of public 
sector expenditure, are sufficiently selective not to impede 
the further development of the Spanish economy (es- 
pecially progress in the fields of private investment and 
industrial productivity) but the limitation placed on 
dwelling construction may not be fully offset by higher 
building activity in the public sector, with the result that 
overall growth may be somewhat slower than in the 
past two years. 


175 Purthermore, short-term liabilities in the form of suppliers’ 
credits increased somewhat in 1965. 

176 Jn value terms, food products accounted for one-quarter of 
the total increase in imports. The decrease in exports owed much 
to a fall in the quantities of fruit and of vegetable oils available for 
export. (In the first 11 months of 1965 the value of fruit exports 
was more than 22 per cent below the corresponding period of 1964, 
partly due to the fall in export prices.) 


While, in contrast to Greece and Spain, the balance-of- nee 
payments position of the Turkish economy improved in 
1965 (in spite of the higher rate of activity), the balance-of- 
payments problem is a matter of lasting concern especially 
in view of Turkey’s heavy debt obligations.” However, 
the immediate burden has been relieved by postponing 
the repayment of part of the debt due to the Turkish 
Consortium. Furthermore, in addition to Consortium 
aid expected for 1966, Turkey has negotiated an agree- 
ment with the Soviet Union which allows agricultural 
and other produce to be exchanged for Soviet plant and 
machinery and makes provision for a long-term loan in 
connexion with a number of industrial projects. 


Although the trade deficit also increased in Portugal 
in 1965, the foreign exchange reserves of the escudo area 
have remained at a very high level — about equivalent 
to the value of 13 months’ imports. The current balance 
was less favourable than in 1964 in spite of the continued 
growth of receipts from tourism and emigrants’ re- 
mittances, but the slight deterioration was offset by 
further official external borrowing in connexion with 
the implementation of the development plan projects 
and by an inflow of private capital largely for investment 
in tourist projects. Thus, although the Portuguese economy 
has not been free from certain pressures (including a 
further, but still modest, rise in prices) connected with 
the level of government expenditure and with the 
inadequate agricultural supplies that result from structural 
deficiencies, there appear to be no major obstacles to its 
continued expansion in 1966. 


In the last major Зовуву review of problems and 
policies in southern Europe,*”® much attention was paid 
to the public sector’s role in industrial development. 
This role is important, given that the greater part of 
industry is privately controlled and therefore that the 
achievement of the plan targets for this sector depends 
on adequate co-operation between the public authorities 
and private entrepreneurs and the implementation of the 
appropriate fiscal and credit policies. The same review 
noted that the participation of foreign investors was 
encouraged, even in countries such as Spain and Portugal 
where foreign capital had not formerly been welcomed or 
had been subject to many restrictions. During 1965, the 
official attitudes adopted towards the private sector as a 
whole, and to foreign capital in particular, were recon- 
sidered in both Portugal and Turkey.1”° In Turkey, while 
the Government elected in October 1965 accepts a system 
of economic planning, it has indicated that it intends to 
give more rein to the private sector. In particular, it 


177 Import substitution has not proceeded as fast as the plan 
envisaged but, on the other hand, the plan’s import estimates were 
based on an average GNP growth of 7 per cent, which has not been 
achieved. 


178 The SurveEY for 1963, Part 1, Chapter III. 


179 In Greece, the change of government in 1964 led to a re- 
examination of the terms and concessions accorded (under the 
discretionary powers invested in the government by earlier legisla- 
tion) to foreign companies that had provided much capital and 
know-how for industrial projects. It was felt that certain concessions 
had been unnecessarily generous and negotiations were initiated 
with the companies concerned with a view to revising some of the 
terms. However, a settlement has not yet proved possible in all cases. 


issues which een RERUNS i Hie ue 

on nt were the nationalization of foreign trade 
oes officially proposed), and the status of international petroleum 
companies which were allowed to. carry out certain activities 
alongside the public corporation. The new Government's attitude Е о with pro 
towards the latter question is is not yet known. ductive enterprises. peat - 


"7, Some FAcTorS BEARING ON MEDIUM-TERM PROSPECTS et: 

The studies in this section are designed to help the western Europe; and (c) the problems of financing private 
reader to appraise the current events and prospects, as investment. Under each heading, some principal features 
described earlier in this SURVEY, against a background of of developments in the past 10 to 15 years are described. 
major longer-term tendencies and patterns of change in | 


western Europe. Three subjects are selected for exami- (a) The western European conjuncture and some 
nation: features of short-term output variations, 1952-1965 


(a) the pattern of short-term variations in output and In the present subsection are described some of the 
some of the factors lying behind them; (6) the major features of short-period variations in national output 
tendencies in the international movements of labour in during the whole period since 1952 —a starting point 


TABLE 28 


Growth rates of GNP (at constant market prices) in certain western European countries | 
and the United States, 1952 to 1965 | 


| Avena Standard | Coefficient 

Country 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 | 1952- 1958- 1952-| deviation of. 
1958 1965 1965| 1952-1965 | variation 

1952-1965 
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Belgiuin ак 35. - 5.22.7 25-01-44 ey ae SP ARS ee I 1.7 0.49 
Denmark Pcs | oO. 22 OO he So 2 0 ed 5,9 ae о aia] re en 9 0.45 
О 7 0 ОТО. ЕЕ © a OO 8 OAD aa) 5 бое ве 3.1 0.61 
France." ть 2.6. M4 5° §.2° 255.8 ЗОБ Де 2S 4.6.6.6 — Sie. Зе a ee 1s) 0.33 
Wester Germany 5. |-7.9° 7: 2PI2 0TOLIS.S 1 3.3 боев и 5.4 - 41 355° 6.6. о 2.3 0.36 
Ireland 22 5, that 26) 1.06: 2003169 0.60 Зла АЛ” FS" 4S ae a ee ee 2.5 1.09 
Пу eeeerse as б-р аб. 42s 63 па Ay ПЛО 8.9 96 ОЗ ОВО Onan ne eee Tee 0.30 
Netherlands 8.76.8. TA S403 22-01, 5.2.8.9, З.5З ВИЗЫ О о meee 2.6 0.50 
Мора нь. 3.9 4.7 21 51 271-07 37 5.6 6.409 3.00050, бы See 2.0 0.47 
Sweden’. . ть | 3.5 6.2 3,3 32 "317112 55 36 бо 2 eee 1.5 0.37 
Switzerland= 2°. A329 5.65°R35 60 32951872858 73k 5A оао а 22 0.47 
United 'Kingdont™ 24.6 3.87 2.8 292.0 19 205. 4 POR 3,35 :0.0 466 53 оао ad 1.5 0.48 
United States 04.514 © 7.6918 Та 25 19°66 38 50 5.5 ela Se ae 2 0.81 


Standard deviation. | 72.0 `.2.0. 3,5 2.218 ао? 


Coefficient of 
variation. . . . | 0.40 0.40 0.65 0.57 0.46 2.33 0.31 0.24 0.26 0.41 0.28 0.24 0.34 


Sources : United Nations Yearbook of National Accounts Statistics, United 
Nations National Accounts questionnaires and as in Table 1 for 1964 and 1965. 


@ Gross-gross concept. (Other data for Denmark, Norway and Sweden in this 


table are expressed in terms of United Nations National Acc 
hence differ from those shown in Table 1.) Unt eceeee ae 


о From unweighted averages of European OECD countries. 
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CHART 5° 
Changes gross national product in certain western European:countries and the United States in relation to 
changes in gross national product of the European OECD countries combined, 1953 to 1965 


Percentage changes in volume over previous year 
“AUSTRIA BELGIUM 


1953 54 55 56 57 58 59 60 61 62 63 64 65 66 


Nore. — Data for Ireland for 1964 were based on preliminary 
information, subsequently revised. A figure of 2.5 per cent per 
annum increase between 1963 and 1964 was used. The correct 
figure is 4.2 per cent. 


OECD Europe. 


UNITED STATES ne tn Country. 
Forecast for 1966. 


р. 4 Faster growth than OECD Europe. 


Sy Slower growth than OECD Europe. 


= Sources and notes : see Table 28. 1966 Forecasts: Table 1. 
1953 54 55 56 57 58 59 60 61 62 63 64 65 66 


1952-1958 


Employment 9 


Аа 2% be oo: 7.0 2.6 
Belgium =~..." 2 19 0.1 
Finland: о 5.4 1.4 
France ео 5.3 0.9 
Western Germany 8.6 3.7 
Ireland о 3.1 —0.3 
Tealyia о. toe 7.9 1.5 
Netherlands 5.8 1.5 
Могу. 4.1 0.0 
Зее san. a: 4.1 0.4 
United Kingdom . 2.9 0.8 


TABLE 29 


Changes in output, employment and output per person engaged in industry, over two cycles 
in certain western European countries ¢ 


Annual percentage changes 


Output 

Output 

per po ns Output Employment b per person 
engaged engaged 


1958-1965 


4.3 4.9 0.6 4.3 
1.8 5.8 0.3 5.5 
39 {ee 2.8 4.6 
4.3 4.9 0.5 4.4 
4.7 7.4 1.2 6.1 
3.4 7.3 2a 5.1 
6.4 8.1 0.8 7.3 
4.2 7.0 1.7 5.2 
4.1 6.4 0.9 5.4 
37 dhe 1.4 5:7 
2.1 3.9 0.3 3.6 
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1964 to 1965. Data have been taken from United Nations National Accounts © 


Norte. — The estimates of industrial production in this table are based on 
value added (contributions to GDP) at constant prices. They are therefore more 
comprehensive than the monthly or quarterly indices of industrial production used 
in Table 2. In some countries, the latter indices which are designed for short-period 
analysis may be misleading if treated as measures of industrial growth over a 
longer period. It has, however, in the absence of national accounts data for 1965, 
been necessary to use indices of industrial production to estimate the changes from 


chosen because 1952 was the trough of the reaction from 
the Korean boom in demand, output and prices. The 
patterns of short-term changes in total national output, 
and in industrial output, employment and productivity are 
first summarized; then two factors in these variations are 
briefly examined — the influence of investment fluctua- 
tions and the influence of certain flows in foreign trade.1** 


When attention is concentrated on year-to-year move- 
ments, it is often the diversity of national experience which 
stands out. Yet beneath the divergences and contrasts 
among the separate economies, there has been an under- 
lying and largely uniform conjunctural pattern of output 
variations in western Europe. Its main features are shown 
in Chart 5 (based on Table 28). From this chart, the 
following facts emerge: 


(a) Two major cycles in rates of growth of national 
product are evident: the first from 1952 to 1958 — 
culminating in the peak of 1955; the second from 1958 
to the present, with peak growth rates in 1960 and again 
in 1964. 


(6) This pattern is common to almost all the western 
European countries shown on the chart, although with 
some differences in phasing. The only conspicuous 
divergence is in Italy, where the variations in the rhythm 
of growth are somewhat independent of the general 
European pattern. 


(c) For western Europe as a whole, there is no clear 
trend over this period in the overall growth rate. Under- 
lying the year-to-year variations is a steady rate of progress 
of just under 5 per cent a year. 


182 A much fuller analysis of the dynamics and pattern of economic 
growth in the 1950s is contained in the ECE study “ Some factors 
in economic growth in Europe during the 1950s ”, Economic Survey 
of Europe in 1961, Part 2 (issued in 1964), 


Questionnaires and national statistics. 


Employment refers to employed labour force. Data have been taken from 
OECD Manpower statistics (1954-1964) and national statistics. 


@ Mining, manufacturing and public utilities. 
$ Employed labour force. 


(d) Yet the figures for some individual countries do 
show signs of a change in trend. In western Germany and 
Austria, the high growth rates of the middle nineteen- 
fifties were not reached again, except very briefly in 1960. 
To match these lower rates of expansion, there was a 
clear lift in the underlying growth rates of Belgium, 
Ireland, Norway, Sweden, the United Kingdom (very 
temporarily) and, perhaps, Denmark — all countries with 
growth rates consistently below the western European 
average until the early nineteen-sixties. As a result, a 
certain convergence of growth rates has become apparent 
(as can be seen from the generally declining tendency of 
the coefficients of variation at the foot of Table 28). 


(e) Finally, comparison with business cycles in the 
United States demonstrates the considerable independence 
of the western European conjuncture. The European 
peak growth rate of 1955 and the trough of 1958 were, 
indeed, associated with the American peak and depression 
of the same years. But the American depression in 1954 
found almost no reflection in western Europe, in spite of 
the fears felt at the time. Since 1958, the movements in 
the United States show little association with those in 
western Europe. 


Patterns of industrial growth rates 


Much the same picture is presented by the variations in 
industrial production over the years since 1952, as is 
shown in Table 29 and Chart 6.183 The year-to-year fluctua- 


188 The figures in this table are not, in general, based on the usual 
indices of industrial production, of which the coverage is sometimes 
incomplete. Estimates of GNP originating in industry, at constant 
prices (from the national accounts), have been used in preference, 


= these differ significantly from the industrial production 
index. 


o'r РТ ах 
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|- WESTERN GERMANY Se Goa LE BE Tat Yet < 
_ С ALLEMAGNE OCCIDENTALE ~~ A ee А 
_ ГГ ЗАПАДНАЯ ГЕРМАНИЯ — Fs 
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NORVEGE SUEDE 
НОРВЕГИЯ 


1952 1953 1954 1955 1956 1957 1958 1952 1953 1954 1955 1956 1957 1958 


UNITED KINGDOM 
ROYAUME-UNI 


Peas ec iy gears Sources and notes : see Table 29. 


NOTE TO CHART 7 (page 73). — Data for Ireland for 1964 were based on pre- 
liminary information, subsequently revised. A figure of 2.5 per cent per annum increase 
between 1963 and 1964 was used. The correct figure is 4.2 percent. === 

= Data for the Netherlands should also be amended. In 1965 the increase in invest- 
ments is shown as 10 per cent; this should be 6 per cent. 


1952 1953 1954 1955 1956 1957 1958 
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tions in growth rates are somewhat more marked for 
industrial production than for total product. Moreover, 


in nearly all countries, the average rates of growth of 


industrial production have been greater. For western 
Europe as a whole, the average rate of industrial growth 
since 1952 has been about 51 to 6 per cent against 414 to 
5 per cent for total output. These differences arise because 
the estimates for the non-industrial sectors — other than 
agriculture and construction — generally tend to show 
both steady and rather modest growth rates (for some 
non-industrial sectors, the significance of these growth 
rates, and even more of their year-to-year fluctuations in 
growth, is notoriously uncertain). Among the larger 
countries, the excess of the growth rate of industrial pro- 
duction over that for total output is greatest in western 
Germany and Italy, where it is about 114 to 2 per cent a 
year. It is least — a half per cent or less — in France and 
the United Kingdom. But the rankings of countries in 
respect of growth of industrial output and of total output 
are much the same,!* although the differences between 
countries are somewhat wider for industrial output than 
for total output. 

The conjunctural pattern of variations in rates of growth 
shows the same features for industrial output as for total 
product: the two major cycles of 1952-1958 and 1958- 
1965; the fairly uniform pattern; and the absence of any 
clear trend in the overall growth rate for western Europe; 
the convergence of growth rates, because of decline in 
Austria and western Germany offset by some acceleration 
in the countries which had been growing slowly. Table 29 
also estimates the trends in industrial employment and 
in output per worker-year. This brings out three further 
points of some significance: 


(a) Although, as is to be expected, the short-term 
variations in industrial productivity present the same 
pattern as those in industrial output, the variations in 
productivity are somewhat less marked. 


(b) There is a certain tendency towards convergence 
in the rates of increase of industrial productivity. An 
acceleration is marked in the countries where output was 
growing slowly in the earlier years — Belgium, Ireland, 
Norway and the United Kingdom. Meanwhile, in the 
countries which have throughout enjoyed fast growth 
rates, the rate of increase in industrial productivity has at 
least been maintained. 


(c) The national growth rates of industrial productivity 
are closer to each other than the growth rates of employ- 
ment or of output. The effective range of long-term growth 
rates in industrial productivity over the whole period 1952- 
1965, it is true, is between about 3 per cent and 7 per cent a 
year; but in the more recent years, since 1958, the range 
has narrowed somewhat and few countries stand outside 
the cluster of 4 to 5 per cent rates (western Germany, 
Italy and the Netherlands with higher rates, and the 
United Kingdom with a lower rate). Thus, it is the wider 
range of differences in employment expansion, rather than 
differences in productivity growth, that chiefly accounts 
for differences in the growth of output. 


184 Rank correlation 0.85 (for 11 countries shown in both Tables 28 
and 29). 
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о Attention may be called to two factors of some import- 
ance: the influence of changing rates of fixed investment 
and the influence of certain elements in the flows of 
international trade. These two factors, of course, are 
only a part of the explanation. 


Investment variations 


The bigger swings in fixed investment than in the sum 
of other components of final expenditure are familiar 
features of business cycles. Their importance in the 
western European countries, since 1952, and their relation- 
ship to the variations in total output, are illustrated шо 
Chart 7. In most countries — even where large propor- 
tions of investment goods are imported — it appears that © 
year-to-year variations in investment exercise ап im-— 
portant, if not dominating, influence on the year-to-year _ 
variations in the rate of output growth (quite apart from © 
the obvious long-term relationships between investment 
and output). Moreover, there is a broad uniformity be-— 
tween countries in the timing of the surges and recessions — 
in the rate of investment expansion — the investment о 
booms of 1952-1955, of 1959-1961 and 1964, and the 
intervening recessions.. Among the large countries, the 
time-pattern differs significantly only in Italy. 


In each country, of course, investment has been subject 
to special influences — to government policy operations, 
to the degree of pressure on existing capacity, to different 
expectations. As well as these special influences, however, 
it seems that some more widespread forces have given rise 
to more or less common investment cycles. 


From annual and aggregated data, it would be useless 
to attempt to suggest the process of causation — to settle 
the disputed question whether it is “ autonomous ” surges 
of investment that set off an acceleration in growth of total 
demand and output, or the reverse. More detailed studies 
of shorter periods, for example in the United States and 
the United Kingdom, seem to suggest that it is investment 
— especially private investment — that responds after 
some months’ delay to the cyclical variations in other 
components of final demand. The coincidence between 
annual variations in the growth of investment and of 
output, noticeable in most countries on Chart 7, does 
nothing to disprove this view. The only purpose at present 
is to emphasize the importance of fluctuations in the 
growth of investment in the short-term variations of 
output growth. 


The influence of foreign trade 


The influence of foreign trade will be discussed by 
relating fluctuations in the growth of output in western 
Europe to fluctuations in exports to the principal customer 
countries. For most western European economies, the 
principal external customers are, of course, other coun- 
tries within western Europe, and the United States. These 
major markets, in order of importance in 1964, are: 
western Germany; France, the United Kingdom and the 
United States (about equal in importance); the Nether- 
lands; Belgium; Italy. The imports into the six European 
countries listed cover about two-thirds of intra-western 
European trade. 
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ead 
0 
Gross national product at constant market prices. 
saeseeeeeees Gross fixed investment at constant market prices. 


=10 —— 62 63 64 65 a See note on page 71. 
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NETHERLANDS 


1953 54 55 56 57 58 59 60 61 62 63 64 65 


Imports from OECD Europe at current prices. 


= as aw ws ea == Сгозз national product at constant market prices. 


Sources : Tables 28 and 30, 
1953 54 55 56 57 58 59 60 61 62 63 64 65 


The figures (presented in Table 30 and Chart 8) ипдег-_ 
line the leading position of western Germany. For the 


last ten years, western Germany has been consistently the 
largest external market for the rest of western Europe, 
displacing in 1956 the United Kingdom and the United 
States.18* And the increase in western Germany’s imports 
from western Europe, in dollar values, has been greater 
than that in the imports of any other market in four out 
of the last five years. By 1965, western Germany imported 
50 per cent more from the rest of western Europe than the 
United States 137 and took one-quarter of the total exports 
to western Europe of the rest of the countries in the region. 
Sales of goods and services to western Germany represent 
around 5 per cent of the combined GNP of the rest of 
western Europe. A small proportion in itself, this figure 
is not small in relation to the annual changes in С МР.188 

The link between western Germany and some individual 
countries is much stronger. Thus Dutch exports of goods 
and services to western Germany are probably over one- 
tenth of the total GNP of the Netherlands. The average 
annual change in Netherlands’ exports of merchandise 
alone to western Germany is equal to about a seventh 
of the average annual change in Netherlands’ GNP (in 
1957-1965), and — very broadly — the pattern of year- 
to-year variations has been similar. No other country is so 
dependent on western Germany as the Netherlands, but 
in several — Austria, Belgium, Denmark, Norway and 
Switzerland — exports of goods and services to western 
Germany probably represent from 5 to 8 per cent of their 
total output. The only comparable links in western Europe 
between large and small countries are those established 
through trade with the United Kingdom: Ireland’s sales 
to the United Kingdom may represent about a quarter of 
her GNP; while for Denmark, Norway and the Nether- 
lands, sales to the United Kingdom are equal to about 
5-8 per cent of their GNP. 

Marked irregularity in the progress of western Ger- 
many’s imports could, therefore, be a potent element of 
instability for the other economies of western Europe and 
the direct effect on western Germany’s suppliers could be 
intensified by its transmission through, for example, the 
Netherlands — itself an important importer from the rest 
of western Europe. In fact, the growth of west German 
imports has been relatively steady. Table 30 shows that the 
variability of the year-to-year percentage changes in 
western Germany’s imports from western Europe has been 
less than that for France, Italy, the Netherlands or the 
United States (taking the standard deviation); in pro- 
portion to the average growth of imports, the variability 
(taking the coefficient of variation) has been much less 


186 The figures relate to total imports from OECD Europe. Thus, 
imports in the United States cover one country more than imports 
into any of the other countries named. On the other hand, United 
States imports are valued f-0.b. while the other countries’ imports 
are valued c.i.f. 

187 Allowing for the c.i.f.-f.0.b. difference. 


18 Not allowing for the import content in these exports, or, on 
the other hand, for multiplier effects on the economies of the sup- 
pliers if they are not operating at full capacity. The difference be- 
tween, say, the 10 per cent average increase in west German imports 
from the rest of western Europe in the two years 1962 and 1963, and 
the 19 per cent overall increase in 1964 and 1965, is equivalent to the 
difference between 0.4 per cent and 0.8 per cent of the GNP of the 
rest of western Europe. 


than that of the other major importers from the rest о 
western Europe —the United Kingdom, the Unite 
States, France, Italy, Belgium or the Netherlands. This 
relative steadiness in the growth of western Germany’: 
imports is associated with the relative stability of the 
growth rate of the west German есопоту.189 

Western Germany is thus by far the largest importer 
from the rest of western Europe, and her imports have 
grown the fastest both in actual value and in percentage 
(although not much faster, in percentage terms, than 
those of France, Italy or the Netherlands). Ss | 

The long-term pull of the west German market has 
been the strongest single direct influence on the exports 
of her western European trading partners. The short-term 
variations in the strength of this pull, although consider- 
able, have been less than those of the other major im- 
porters from the region. : 

In western Germany, as in most of the other leading 
markets, the rate of expansion of imports from the rest 
of western Europe has varied fairly closely with the growth 
rate of domestic activity. The exception again is Italy, 
where the fluctuations in imports are only tenuously 
associated with variations in the domestic growth rate. 
And in all the major importing countries, the variations in 
imports are far greater than those in domestic output. 
The sensitivity of imports from western Europe to the 
year-to-year changes in GNP is fairly similar among all 
the major markets (see Table 30 and Chart 8) ;190 in each of 
them, the marginal import ratio has averaged — over the 
whole period 1952-1965 — between 2 and just under 3. 
A 5.per cent growth in output in each of these countries 
is on average associated with a 10-15 per cent rise in its 
imports from the rest of western Europe. These marginal 
import ratios, however, have been far from stable. This 
is to be expected, partly because of changes in commercial 
policy only indirectly related to the state of the business 
cycle; and partly because an exceptionally fast growth of 
GNP will sometimes, but not always, indicate a growth of 
demand that exceeds the immediate capacity of domestic 
output. The marginal import ratio is, however, markedly 
more stable in western Germany than in any of the other 
major importers. Yet, even in western Germany, the ratio 
of import increases to increases in GNP varied between 
under 1 and-nearly 5 in individual years (the high figure 
being shown for 1965, for reasons discussed below). 

All these observations cover the whole period since 
1952. The noteworthy recent development is the great 
acceleration of western Germany’s import growth, in 
1964 and even more in 1965. The increase of west German 
imports from the rest of western Europe in 1965, by 
nearly a quarter, is quite out of line with earlier relation- 
ships between imports and output. One element in this 
acceleration was the rising imports of capital goods, 


189 As Table 28 shows, the coefficient of variation between annual 
rates of growth of GNP in western Germany was less than that of 


as other main importers from western Europe, except France and 
taly. 


390 The table compares year-to-year changes in the volume of 
GNP with changes in the value of imports, since estimates of the 
volume of imports from western Europe have not been compiled. 
If volume figures could be compiled, presumably the increases in 
imports, and the marginal import ratios, would be slightly less, since 
import prices in intra-European trade have been rising. 


when a high level of investment demand faced limited 
Output capacity within western Germany. The rate of 


Investment expansion is expected to decline in 1966, and, 


with it, the increase in imports. Meanwhile, however 
(see Chart 8), the abnormal rise in west German imports 
has been a significant stabilizing force on output in the 
supplying countries, aided by a similar but less excep- 
ional rise in the United States imports;!®! these two 
abnormal expansionary forces have gone far to counter- 
act, in 1965, the declining growth of imports into the 


other main markets for western European exports. 


To sum up: western Germany, through its pull as a 
market, has hitherto been a major force for expansion 


within western Europe. The supplying countries have 
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not, of course, escaped the effects of the fluctuations 
within the west German economy, yet these fluctuations, 
as reflected in west German imports, have not been 


191 The exceptional rise in United States imports in 1965 was 
‘partly due to the abnormal imports of steel in that year in anticipa- 
tion of a strike. 


immoderate. If variations in western Germany’s output 
continue to be contained within a relatively narrower 
range, that in itself should exercise a stabilizing influence 
on the western European economy. The fortunate 
accident of 1965, when heavy demand pressures within 
western Germany coincided with restricted demand and 
spare capacity in some other major trading countries of 
western Europe, may not be repeated. 


(b) The importance of intra-European migration 
in the nineteen-sixties 


Intra-European migratory movements, which were 
already substantial_in the second half of the nineteen- 
fifties, have “gained momentum in the nineteen-sixties. 
Table 31 summarizes the current distribution, by supply- 
ing and importing countries, of foreign manpower in 
western Europe. The total number in 1965 was above five 
million of whom more than four million were Europeans. 
The table is based on information which usually relates 
to “ controlled ” foreign workers, supplemented by crude 


TABLE 31 


Number of foreign workers in western Europe in 1965 classified by labour receiving and sending countries 


Thousands 


Receiving countries —> 


Western 


Luxem- United 


Austria Belgium France Germany bourg Netherlands Sweden Switzerland Kingdom Total % 
Sending countries | 
Southern Europe : 
(CEE eee ла 2. 7 5 187 1 7 sf Gi. 225 
LEI. oe 3 ia х 3 80 340 372 15 8 5 500 1500 
Bortigal. 3 бе, rereiies bs 2 1 103 14 1 1 1 125 
АТ tA. ORS? ie 2 30 346 183 2 16 79 675 
УВ о: 5 17 8 133 6 me 4 180 
О nnesckace” <3. « 19 20 65 1 5 4 125 
о. 31 135 822 954 20 34 13 595 100 2830 
Other Europe.: 
и ВО, be fe — 2: 60 xe 1 4 32 105 
Below и ie aloe Se — 40 6 4 20 5 75 
Си вы к we ova a 30 — 26 3 1 a 33 110 
Western Germany 3 8 32 — 7 8 17 88 200 
Wetherlands... ..: : ; 20 if 60 1 — 100 
A aR ek Setar cis, nied ore со a2 is) as 1 ae 155 
Nordic countries. .... “ 1 7 Я НЕ 98 а 120 
Ия оса se Sf ss 15 12 42 16 7 23 635 
ictal eis ee P42 20 100 210 185 18 40 140 180 600 8 1 500 
Тотаг, Europe (A + В). 51 235 1 032 1 139 38 74 153 775 700 4 330 
North Africa Тоа] С... 10 290 16 3 we и 350 
Other countries ° Total D ifs) 62 5 4 500 700 
GRAND ToTAL (A+B+C+D) 75 250 1400 L207 40 83 155 780 1 200 5 380 


Sources : National statistics and Secretariat estimates. 


Nore. — Totals for Austria, western Germany, Luxembourg, Netherlands, 
Sweden and Switzerland are those officially published, and refer to the most recent 
data available, but the numbers of immigrants by origins are partly estimated. 
For Switzerland, figures include also foreign workers who have been granted 
permanent establishment permits. For countries where data are not ayailable, 
figures given by the last Census have been extrapolated to 1965 on the basis of 


estimated net entries since that date. For these countries the figures are highly 

tentative and represent only orders of magnitude. For all countries borderers are 

included. 

@ Including receiving countries not listed. 

6 The bulk of whom are Irish. 

с Including stateless. For the United Kingdom mainly workers from the West 
Indies and Asia. 


estimates where data are lacking. The total given in the 
table is perhaps an underestimate. Even where countries 
supply accurate statistics of the number of foreign workers 
that are subject to control or otherwise recorded, con- 
siderable numbers of immigrants tend to escape statistical 
measurement: “black market” workers registered as 
tourists; girls working “ au pair ” in households; students 
or, more generally, young people who entered a country 
to learn the language and who take up some kind of 
part-time or full-time employment; workers’ wives 
employed as domestic servants or аз artisans, etc. More- 
over, foreigners who settle permanently tend to disappear 
eventually from migration statistics and their number 
may be substantial in countries which pursue an active 
long-term immigration policy. This has occurred in 
France ever since the early postwar period and, more 
recently, in Belgium and Luxembourg. 


Foreign workers account for 3.5 per cent and foreign 
Europeans for less than 3 per cent of the total western 
European active population of some 150 million. How- 
ever, this proportion varies greatly from country to 
country, being as high as 30 per cent in Luxembourg 
and Switzerland. And within each labour-importing 
country, the immigrant proportion varies between 
economic branches and/or geographical regions. Certain 
regions and industries in western Germany and Belgium 
are particularly dependent on foreign 1аБопг.193 


The recent international migrations have also been 
accompanied in most countries by substantial internal 
population flows towards the poles of industrial develop- 
ment. The Paris area, the Ruhr and the “ industrial 
triangle” in northern Italy, etc. have all absorbed 
considerable numbers of “immigrants” from other 
regions of their respective countries. 


The distribution of migratory labour by country of 
origin, shown in Table 31, suggests the presence of two 
main flows: the migration of workers from the less- 
developed countries having substantial labour surpluses 
towards the industrial countries with labour shortages; 
and migratory movements from the industrial countries, 
in fact involving mainly managers, technicians and highly 
skilled workers both to other industrial countries and to 
less-developed regions. Employees in this latter flow 
may move to jobs in branch factories established abroad 
(in some cases to train local workers) or they may 
emigrate temporarily in order to acquire experience and 
linguistic knowledge. However, measured in numbers 
involved, movements of the first type were no doubt the 
most important. 


Most of the intra-European migratory movements 
occurred in the nineteen-sixties, Taking account of the 
fact that official statistics underestimate the actual size of 
these flows, their contribution to the annual increase in 
the foreign labour force of western Europe may be well 
over 500,000 workers,,. almost equal to the entire increase 


_ 192 The presence of a large number of immigrants in Switzerland 
1s not new. In February 1964 the proportion of foreigners in the total 
population was about the same as in 1910, almost 17 per cent, 


ый. instance, the majority of Belgian coalminers are foreigners 
and in some firms in the west German motor-car industry foreign 


manpower represents as much as 40 per cent of the total manual 
labour force. 


in the employed labour force of industrial western 


between 1960 and 1965. 24122525 Tae 
Intra-European migrations have thus assumed prop 

tions and patterns beyond all expectations. The extent 1 
which migrations on this scale can continue is a questic 
of great importance for future economic growth in bot 
labour-receiving and labour-sending countries. Chaz 
ges, in both groups of countries, in the private an 
social costs and benefits of migration, affecting thei 
demand and supply conditions, will ultimately determin 
the size and pattern of future migratory flows. 


Recent changes in the benefits and costs of migration to th 
labour “ importing ” countries 


Supplies of foreign manpower have moderated labou 
shortages in “importing ” countries, allowed them t 
utilize their productive capacity more fully and restrainec 
wage and, almost certainly, price increases. Moreover 
immigrant labour is usually much more responsive that 
national workers to changes in the regional pattern o 
demand for labour. These factors deriving from importec 
labour supplies have all contributed to higher rates о 
economic expansion, 


As immigrants have taken up occupations from whick 
local workers tend to withdraw —the less skilled. 
lower-paid, menial, dangerous or otherwise unpleasant 
jobs or those lacking social prestige — large portions of 
the local populations have moved up the economic and 
social ladder. Differences in the sectoral distribution of 
changes between 1960 and 1965 in the number of local 
and immigrant employees can be illustrated by data for 
western Germany. 


Sectoral changes in the employment of nationals and of immigrants 
in western Germany between 1960 and 1965 


Thousands of wage- and salary-earners 


Nation- Immi- 

als grants Total 

А клане 658 888 1546 
Trade, transport and other services . . : 826 119 945 
Commodity-producing sectors ..... —168 769 601 

of which : 

Metal industry, aie cites ое Sune 132 328 460 
Other manufacturing . . . . . . | |. —37 230 193 
Mining and energy . (о... —128 42 —86 
Building andconstruction. . . . . . . , 23 164 187 


Sources в Wirtschaft und Statistik, April 1964; Amtliche Nachrichten der Bundes- 
anstalt fiir Arbeitsvermittlung und Arbeitslosenversicherung, various issues; and 
Secretariat estimates. 


Thus, foreigners not only accounted for nearly two- 
thirds of the total increase in the numbers employed but 
also almost nine out of ten of them found jobs in the 
commodity-producing sectors which tended to be shun- 
ned by local workers whilst west Germans themselves 
filled 87 per cent of the new jobs in the services sector,1% 


194 Tf the self-employed are included, the shift in the employment 
pattern is even more striking, as is indicated by the following 
figures showing the increase in the employed labour force, separately 


for west Germans and for immigrants, between 1960 and 1965 
(thousands) : 


= Nationals Immigrants Total 
SECCOIS Set оо я 55 8 

Trade, transport and other services 785 af <x 

Commodity-producing sectors... . . * —730 769 39 


TABLE 32 


Arrivals and departures of immigrant workers in western Germany and Switzerland, 1961 to 1965 


Western Germany 
Total number of foreign workers in 
September ofeach year ..... 548.9 


:3 Number of arrivals .... 


| eins 360.5 
=. Of whichis Altatians wis до 165.8 
a ь Spaniards... 6 sis. « 5 51.2 
Е о ле 36.6 
Е Geka Serena a 3 7.1 
ta 
2 Number of дерагииез....... 140.9 
é On mite: = Rta liane) soe. prc! Nee is, tek ti. 85.4 
а a. Gade tel чь 5.8 
|. Greekst ОЕ Е У 5.1 
J Е ее ast 2.1 
Switzerland 
Total number of foreign workers in 
August of eachiyear <... 6s. 548.3 
of which: поп-зеазопа] workers... . 332.4 
Number of arrivals”... ре 135.5 
ОР Е а sae 107.8 
Spaniards 13.3 
Number of departures 59.6 
of which: Italians . 


Spaniards) 0. wo. 


711.5 828.7 985.6 1 216.8 
396.6 377.5 442.3 524.9 
165.2 134.9 142.1 204.3 
55.0 SUT 65.9 65.1 
47.6 58.0 65.1 61.8 
15.3 27.9 62.9 59.8 
234.0 260.2 285.4 293.7 
113.1 124.7 133.0 128.1 
22:7, 26.2 34.4 33.4 
19.1 21.9 27.2 29.4 
4.7 13.5 10.7 12.2 
644.7 690.0 720.9 676.3 
405.7 441.8 465.4 446.5 
178.9 166.3 156.0 122.7 
110.9 94.7 83.9 712 
21.2 24.3 23.6 20.1 
105.6 130.2 132.4 141.6 
66.3 78.8 78.2 81.3 
53 3 14.2 18.4 


Sources: Amtliche Nachrichten der Bundesanstalt fiir Arbeitsvermittlung und 
Arbeitslosenversicherung: Ausldndischer Arbeitnehmer (special issue, February 
1966); La Vie Economique; and data directly supplied by Office Fédéral de 1’In- 
dustrie, des Arts et Métiers et du Travail. 


Note. — The number of new arrivals corresponds to the number of work 
permits granted for the first time and in western Germany refers to the 12-month 


Moreover, a breakdown between wage-earners and salary- 
earners would probably show a movement of nationals 
from the former to the latter group as recruitment of 
foreign labour proceeded. 


With the major exceptions of France and the United 
Kingdom, immigration was considered by western 
European countries to be merely a means of relieving 
transitory labour scarcities, and migratory flows were 
therefore regarded as essentially temporary in character.’ 
Limits were imposed on the duration of employment 
contracts and on periods of residence; the rights of a 
worker to bring his family to the country were also 
limited and expenditure on infrastructure for immigrants 
kept at a bare minimum. Certain labour-receiving 
countries have begun only recently to promote the 
permanent settlement of the foreign workers when it 
became clear that labour shortages were not temporary 
but due to unfavourable developments in the age- 
composition of the domestic population. It was recog- 
nized, therefore, that the problem of labour shortages 
must be tackled with the help of an appropriate long-run 
demographic policy, rather than by such short-term 
measures as the temporary recruitment of foreign work- 
ers, if a reasonably high rate of growth is to be made 


195 The postwar immigration policy of France was formulated 
against a demographic background which was particularly un- 
favourable to the growth of the labour force. The beneficial effect of 
the postwar “ baby-boom ” is only now being felt. 


period ending in December and in Switzerland to the 12-month period ending in 
August. The number of departures has been derived as the difference between the 
number of new work permits issued and the increase over the previous year in the 
total number of immigrants. This method slightly over-estimates the numbers 
involved, since a few workers who have been granted permanent establishment 
permits are included. For Switzerland, the calculation refers to “ non-seasonal ” 
workers only. 


compatible with an acceptable degree of wage and price 
stability.1%° 

In the meantime immigrants tended to return to their 
homelands. Data which are available for western Germany 
and Switzerland (see Table 32) show that in the five years 
1961 to 1965 almost 1,800,000 foreign workers left these 
two countries. And, as shown by the following figures, 
the ratio of departure to arrivals has climbed since 1961. 


Ratios of departures of foreign workers to arrivals 
in western Germany and Switzerland, 1961 to 1965 


1961 1962 1963 1964 1965 
Western Germany 
hotal ЕЕ 0.59 0.69 0.65 0.56 
of which : 
Italians . 0.51 0.68 0.92 0.94 0.63 
Spaniards . 0.11 0.41 0.51 0.52 0.51 
Greeks . 0.14 0.40 0.38 0.42 0.48 
Turks 0.30 0.31 0.48 0.17 0.20 
Switzerland 
Total 0.44 0.59 0.78 0.85 1.15 
of which : 
Italians . 0.49 0.60 0.83 0.93 1.14 
Spaniards . = “8 0.60 0.92 


Source ; Table 32. 


196 Recently Belgium and, especially, Luxembourg have tried to 
encourage the integration of immigrants into the national com- 
munity, and a similar policy, not always successful, has been 
adopted in western Germany. Even in Switzerland, where attempts 
are currently being made to reduce the number of aliens, the 
necessity of accepting some of the existing immigrants on a рег- 
manent basis is recognized. 


At present this ratio is almost two departures for every _ 


three arrivals in western Germany; in Switzerland, where 
it had gradually approached unity already in 1963 and 
1964, the number of departures was greater than the 
number of arrivals in 1965 as a result of measures aimed 
at reducing the number of foreign workers.1%” Where 
there is a high ratio of departures to the (expanding) 
number of immigrants, a large share of the foreign 
workers in the two countries is being continually replaced. 


Rates of turnover of the foreign labour force 
in western Germany and Switzerland, 1961 to 1965 


Percentages 
1961 1962 1963 1964 1965 
Western Germany 
otal Mite ae aes 25 32.9 31.4 — 29.0 24.1 
of which: ` 
Папа... feel - 38.0 40.9 43.4 44.9 34.4 
Spaniards . .... 9.4 24.2 21.9 22:7. 18.3 
тех а 9.8 23.7 187 — LES 15.7 
Я ts secs ie 26.4 25.4 41.0 12.5 9.2 
Switzerland 
Total Hee. So Bae 17.9 26.0 29.5 28.4 31.7 
of which : 
Нана... ses 24.4 25.3 28.3 27.6 29.7 
Spaniards... .0 ¥ «> 32 te ae 24.4 30.7 


Source : Table 32. 


Note. — The turnover rates have been calculated by dividing the numbers 
of departures by the total numbers of foreign workers of the same origin in the two 
countries. Both sets of data are defined as in Table 32. 


In both countries the rate of turnover of the foreign 
labour force has increased considerably — particularly 
between 1961 and 1962 — and is currently between one- 
quarter and one-third. This means that roughly one out 
of three to four foreigners leaves the country every year, 
corresponding to an average stay of just over three years. 


The propensity of the early immigrant to return to his 
homeland, resulting partly from the short-term nature 
of immigration policies in the “importing ” countries, 
had a substantial influence on the pattern of intra- 
European migrations in the first half of the nineteen- 
sixties. Large contingents of the postwar “ first-wave ” 
immigrants, mainly northern Italians, returned home in 
response to the higher wages and improved conditions 
resulting from rapid economic growth in their home 
regions. Table 32 shows that about one million Italians 
departed from Switzerland and western Germany Ъе- 
tween 1961 and 1965. Northern Italian immigrants were 
gradually replaced by southern Italians. As a result of the 
“ economic miracle ” in northern Italy, and the consequent 
attraction for skilled Italians at home and abroad, the 
Italian manpower reserves which were left for emigration 
tended to be the least skilled and less suited for employ- 
ment in modern industry. Gradually, the labour “ import- 
ing ” countries turned to other Mediterranean manpower 
sources — Spain, Greece, Turkey and, more recently, 
Portugal, Yugoslavia and North Africa.1°* However, the 
recruitment of labour from more distant lands involves 


197 For Switzerland, the ratio of departures to arrivals is not 
affected by movements of “seasonal” workers, since they are 
excluded from the calculation. In western Germany, seasonal 
workers are a negligible proportion of the total. 


198 Тре inflow of labour to France from the former Overseas 


Territories is of long standing and was regarded essentially as 
internal migration. 


to social costs. | 


higher travel costs.1% Moreover, efforts to integrat 
peoples with very different languages, religious practic 
and social concepts cause frictions which in turn give ri 

It would seem also that this “ new wave ” of immigrants 
wished eventually to return to their homelands, although 
their rate of turnover is still considerably below th t 
Italian emigrants in the early nineteen-sixties. The 
economies of their homelands are still in the early stag eS 
of development and cannot yet offer attractive emplo) /- 
ment opportunities оп a sufficient scale to induce massive 
returns.2°° However; recent surveys of foreigners in 
western Germany suggest that a majority regard employ- 
ment abroad as temporary. Usually they work hard, 
welcome overtime work and adopt a modest standar 
of living, in order to earn and save as much as possible 
before making a fresh start in their home country. 


Until recently, this attitude has been in conformity 
with the economic and political objectives of the immigra- 
tion policies pursued in the “importing” countries. 
However, the high turnover rate of the foreign labour 
force is now regarded with concern. The cost of training 
the “new wave” of foreign workers is usually con- 
siderably higher than that for local workers and probably 
than that for the earlier immigrants recruited among the 
unemployed industrial workers in northern Italy. The 
initial language barrier and the fact that the immigrant is 
often unaccustomed to industrial work and urban life 
add to the training costs. The turnover of the foreign 
workers is an important element in unit costs, since 
recruitment, travel and training expenses cannot properly 
be amortized over a short period. 


Fluctuations in migratory flows are now considered 
as one of the most important factors which can adversely 
affect the profitability of employing foreigners.?°! Greater 
stability can be achieved by promoting the permanent 
settlement of foreign workers. However, in addition to 
the social difficulties inherent in such a policy, there is 
an important cost consideration: with longer periods of 
employment, the need arises to admit the worker’s family 
to the receiving country, and, in turn, to provide the 
facilities required by a larger population.2°? Moreover, 


199 Tt has been calculated that a German employer has to pay for 
recruitment, medical examination, food and travel a fee of DM 60 
for an Italian and of DM 150-170 for a Spaniard, Greek or Turk. 
Larger distances also imply greater travel costs for annual holidays. 
See В. Weber, “The Employment of Aliens in Germany”, in 
Migrations internationales, January-February 1965. 


200 Turnover rates of foreign manpower in individual countries 
are influenced not only by workers returning to their homelands, 
but also by those moving to other labour-importing countries and, 
since competition among receiving countries is now keener, the 
number of such transfers has been rising. 


_ 1 Те manager of a large firm in the west German motor 
industry, employing 40 per cent of aliens among its blue-collar 
workers, has stated that to train a foreign worker requires twice as 
long as to train a German. But it is the instability associated with 
a foreign labour force which causes difficulties in his firm and he 
no longer considers it possible to expand output by recruiting foreign 
manpower, because of the high cost of replacing volatile labour. 
See Monthly Review of Economic Policy (English edition of 
Wirtschaftsdienst), Hamburgisches Welt-Wirtschafts-Archiv, De- 
cember 1965. 


*0? Part of the cost of expenditure on infrastructure, such as 
housing costs, is often met by the employer, the remainder, educa- 


n provisions are made for permanent residence, the 
ting rise in the demand for consumer goods, relative 
he foreign workers’ contribution to output, may have 
1 inflationary impact, particularly in countries such as 
Switzerland where foreign workers comprise a high pro- 
portion of the total labour force. 


ecent changes in the benefits and costs of migration to the 
labour “ exporting ” countries 


The costs and benefits resulting from emigration have 
long been discussed in economic literature.%° The 
в. that emigration is а form of export of capital, 
p invested in human beings, and therefore disadvantageous 
_ to poor countries, is scarcely valid in the case of the 
7 temporary type of migration which at present predomi- 
“fates in continental western Europe. With temporary 
emigration, the benefits accruing to the labour-sending 
countries may, in fact, be very considerable: а fall in the 
cost of supporting the unemployed and underemployed; 
_a reduction of labour surpluses; and the remittances and 
repatriated savings of emigrants. Even when emigrant 
_ workers have been employed only in low-skilled or menial 

jobs abroad with little opportunity of acquiring new skills, 

the contact with modern working conditions and ways of 
_ life may stimulate economic and social progress in their 
_ home country. 


To be set against these and other benefits is a number 
of disadvantages. The better employment opportunities 
to be found abroad may attract skilled workers (and even 
professional manpower) rather than the disguised unem- 
ployed and the unskilled labour. Moreover, it is mostly 
the young and vigorous people who emigrate and a large- 

_ scale emigration of younger men may result in adverse 

_ changes in the age and sex composition of those remaining 
behind and possibly in a contraction of the population.” 
Finally, because of low levels of economic development, 
the “exporting ” countries may not be able to absorb 
returning migrants and to use the types of skill they have 
acquired abroad. 


There is little doubt that early migrations from the 
northern regions benefited the Italian economy. During 
the nineteen-fifties there was much unemployment in 
Italy and it was mainly the unemployed who emigrated. 
Although the Government sponsored emigration (as a 
palliative and not as a permanent solution to its man- 
power problems) both through bilateral agreements with 
the “importing ” countries and within the framework 
of EEC and OECD regulations, this emigration was 
essentially spontaneous in nature.?°° Emigrants frequently 


tion, public utility services, etc., being charged to the public 
authorities. 

203 See, for example, a brief summary of the literature by С. Р. 
Kindleberger, “ Emigration and Economic Growth” in Banca 
Nazionale del Lavoro, Quarterly Review, September 1965. 

204 Emigration from Greece in 1964 was almost twice the size of 
the natural increase in the population. In the same year, the numbers 
of workers emigrating from Spain and Portugal were, respectively, 
three and four times the estimated increases in the active population. 

205 Only a relatively small proportion of Italian emigrants sought 
foreign employment through such official channels as the recruit- 
ment commissions established in Italy by “ importing ” countries. 


departed with little knowledge of the jobs, wage levels, 
working and living conditions they would find in the 
“ importing ” countries. The character of these movements 
was roughly similar to that of internal Italian migrations 
which were occurring at the time: the size of the flow 
was mostly unrelated to job opportunities or to differ- 
entials in earnings and working conditions, but was 
determined rather by the enormous surplus of rural 
labour in the less-developed regions. In short, migrants 
were pushed out from their home regions rather than 
pulled in by the “ importing ” countries. Since, with the 
exception of France, the “importing” countries were 
reluctant to accept permanent migrants, workers were 
recruited on a short-term basis and were seldom ac- 
companied or followed by their families. Their remittances 
in support of their families at home, and/or their savings, 
made a significant contribution to the Italian balance of 
payments. They usually improved their skills and returned 
to Italy when attractive employment opportunities be- 
came available in the northern industrial triangle as 
economic growth accelerated; this return of Italian 
emigrants was accompanied by large internal migrations. 


The large number of quite unexpected departures of 
Italians from the “ importing ” countries at a time when 
the demand for foreign labour was growing steadily 
helped to turn a buyers’ market for foreign manpower 
into a sellers’ market. Almost all the labour-receiving 
countries introduced a more active and liberal immi- 
gration policy, and, as the traditional Italian supplies 
were becoming exhausted, the “importing” countries 
turned to other sources. This new demand for migrant 
workers had a sharp impact both on the number of 
departures and the geographical pattern of emigration 
from the countries in question; emigration to other 
continents fell sharply in favour of European desti- 
nations.2%6 


The conditions encountered by this new wave of 
migrants were more favourable than those granted to 
the earlier Italian migrants.2°? Competition among the 
labour-receiving countries was reflected in the establish- 
ment of the various national recruitment commissions in 
the emigration countries, which enabled the potential 
emigrant to compare the wages and fringe benefits offered 
by employers in the different “importing ” countries. 
The market for foreign labour became less imperfect with 
the result that both employers and would-be emigrants 
became more selective in their choice. 


Higher wage-levels in the “importing” countries 
attracted industrial manpower from some “ exporting ” 
countries. This led to the appearance of pockets of labour 
shortages in key sectors in the “exporting ” countries 


206 Ног instance, the number of departures from Greece rose from 
20,000-30,000 per year in the period 1955 to 1959, to 50,000 in 1960 
and to about 100,000 in 1963. The share of overseas destinations 
(especially Australia, the United States and Canada), which had 
been about two-thirds in the nineteen-fifties, fell to 37 per cent in 
1960, and to less than 25 per cent in 1963 and 1964. See Manpower 
Policies and Problems in Greece, OECD, Paris 1965. 


207 This improvement in conditions was partly due to the efforts 
of the early Italian immigrants. For instance, Italian miners in 
Belgium succeeded in obtaining important social security concessions 
but by the time these were enacted Belgian mines were largely 
manned by Turkish and Moroccan labour. 


which raised wages in some areas and branches.”°* Thus, 
there is current concern in Greece that it is not redundant 
labour which emigrates but rather the type which is 
urgently needed in a developing economy." The desira- 
bility of emigration may also be questioned on other 
grounds. The tendency of emigration abroad to relieve 
congestion in urban areas may be largely cancelled out by 
internal migration movements, while simultaneous ex- 
ternal and internal migration may produce alarming 
disequilibria in rural districts.?4° Such considerations are 
also relevant in Spain. A rural exodus and rising wages 
might be expected to stimulate an increase in the pro- 
ductivity of the remaining labour force — through more 
mechanization and a rearrangement of crop patterns — 
but experience in southern Europe suggests that this is 
not achieved in the short run. 


The principles on which the emigration policies of 
some of the labour-sending countries are based are about 
to be substantially modified. In Greece, the official 
view is that “ emigration has been far higher than fore- 
cast .... In order to achieve the targets according to the 
plan, it must not be permitted to exceed 30,000 per year 
(net) in the next ten years ”.?4 It is argued that the 
association with the Common Market necessitates a 
review of emigration incentives and that a policy of 
repatriation should be formulated. Furthermore, emi- 
gration should be used as a means of acquiring certain 
skills which the emigrant can use on his return. But 
given the low social status of industrial workers com- 
pared with that of the various kinds of independent 
employment, it is thought likely that the returning emi- 
grant will prefer to open a small shop to joining the 
industrial labour force. It is also argued that the repatri- 
ation of skilled workers may not raise the quality and 
standards of the Greek labour force — at least for some 
time — and that it may complicate the reallocation of 
labour resources.?!2 

The Turkish authorities have also given attention to 
the problems associated with the returning emigrant and 


208 The extent of the “skill drain” from southern to northern 
countries is difficult to judge. Information about the degree of 
skill of the emigrants is contradictory. Professor Pepelasis stated 
that in 1962 more than 50 per cent of Greek emigrants were classified 
as skilled industrial workers with a secondary education, yet the 
west German statistics show the proportion of Greek workers who 
are skilled as 15 per cent. 


209 See А. Pepelasis, Labour shortages in Greek agriculture, 1963- 
1973, Athens 1963. 


210 “ The contagious effect of seeing people go, which of course 
primarily affects the reproductive age-groups, which are also the 
most industrious elements of the community, has already reduced 
the human~potential of certain areas below the level required to 
raise or maintain the Gross Product. ” See Manpower Policies and 
Problems in Greece, OECD, Paris 1965. 


11 From a statement by the Head of the Planning Department of 
the Greek Ministry of Co-ordination, at the Sixth Session of the 
Manpower and Social Affairs Committee of the OECD, October 
1963, quoted in Manpower Policies and Problems in Greece, OECD, 
Paris 1965. 


213 Tt is feared that the immigrant will be trained in a way that 
suits the specialized needs of the “ importing ” country, rather than 
those of the “exporting” one. For instance, the employment of 
large numbers of Greek workers in the heavy industry of western 
Germany prevents them from acquiring occupational skills that 
might be used in Greece. See Manpower Policies and Problems in 
Greece, OECD, Paris 1965. 


measures have been adopted to encourage the re 
of savings, at a premium exchange rate, and their и 
ment in a special fund at favourable interest rates. 
return, supplementary credits will be extended for h 
building and for the establishment of arts and 
enterprises and perhaps small-scale industrial activi 
The formation of joint stock companies by emigr 
workers, with a 25 per cent state participation, and я 
creation of co-operatives in agriculture, transport and 
industry, are encouraged by means of credit facilities, 


E> 


customs-free imports of machinery and technical advice. 
On their return Turkish emigrants could find jobs in such | 
enterprises as well as attractive investments for their 


savings.?!3 . 


Prospects and policy issues 


With no sign of the labour shortages easing, it is likely 
that the demand for foreign labour in industrialized 
western Europe will remain high for some time to come. 
However, even if it is assumed that such labour supplies 
are inexhaustible, the recruitment of foreign labour о 
cannot be expected to continue at its previous level ; nor 
can it be expected to provide a permanent solution for 
labour shortages. In fact, it is likely that the demand for 
foreign labour will be kept within certain narrower 
boundaries dictated both by economic and social factors. 


In the first place, the demand for foreign labour will be 
limited by the profit considerations of individual firms. 
In particular, firms will need to take account of the 
desirable “ skill mix ” and of the costs involved in training 
and employing workers with a high rate of turnover. In 
addition, social cost considerations may necessitate 
measures to reduce immigration. For the creation of a 
“foreign proletariat ”, and the resulting distortions of 
the occupational structure of the domestic labour force, 
are not only socially undesirable but imply certain eco- 
nomic costs. Such costs arise when highly volatile elements 
predominate in large sections of the labour force — the 
“low” or “underprivileged ” occupations.244 Another 
factor which must be taken into account by policy- 
makers in the “importing” countries is that a large 
supply of foreign labour often induces employers to 
expand output on the basis of relatively cheap labour 
rather than on rationalization investments. 


In two labour “importing” countries, Luxembourg 
and Switzerland, a “malaise” connected with an ex- 
cessively large foreign population and the danger inherent 
in extending productive capacity on the basis of a large 
inflow of unstable foreign labour has already appeared. 


*18 These measures depend on the Law No. 499 of 22 July 1964. 
This law is perhaps a little premature since at the moment the 
most acute problem is that of finding jobs for the rapidly growing 
labour force (the population of active age is expected to increase 
by almost 40 per cent in the next decade), rather than the reabsorp- 
tion of migrants. However, there is no doubt that the provisions are 
beginning to have a favourable effect on the country’s balance of 
payments. 


‚ “Та Luxembourg in 1963 the construction industry was prac- 
tically paralysed by the sudden departure of large numbers of 
Italian workers who moved to western Germany or returned to 
their homelands. Large-scale departures of immigrants from 
Switzerland would create serious difficulties for such vital sectors as 
tourism or health services. 


Ве problems have been treated by very different policies 
the two countries. Luxembourg has encouraged 
grants to settle permanently and to become assimi- 
ated, whilst, in contrast, the Swiss authorities have chosen 
reduce drastically the number of foreign workers.2° 
о other countries, France and the United: Kingdom, 
experienced social disturbances connected with an 
gulated inflow of people from their former overseas 
itories and have adopted measures to regulate this 
¢ of immigration in рагисийаг.216 It is likely that in 
other “ importing ” countries one or other of the policy 
alternatives referred to above will eventually need to be 
L pted. 
_ Attention needs to be paid to measures and develop- 
‘ments which might reduce the reliance currently placed 
on supplies of foreign labour. One approach is to increase 
the supply of domestic labour by such structural changes 
as the rationalization of low productivity sectors (agri- 
culture and certain services) and perhaps even the 
abandonment of certain industries (e.g. coal-mining). 
A gradual scaling down of agricultural and mining 
‘subsidies would cause a more rapid release of labour for 
industry and services. Measures of this kind are being 
‘implemented in Belgium and the Netherlands, where the 
reorganization of the coal industry will release a significant 
number of workers for such expanding sectors as the 
motor-car industry.”!” 

Secondly, in the absence of a large inflow of immigrants 
feeding the low-skilled sections of the labour force, 
adjustments of wage differentials to the benefit of the 
less-popular occupations would be inevitable. Wage 
adjustments that favour the under-manned occupations 
would probably contribute towards a fuller utilization of 
existing domestic labour resources through the mobili- 
zation of marginal labour reserves (a rise in activity rates, 
more part-time working, etc.) and through inter-sectoral 
transfers of labour. Such adjustments would tend, in the 
short run, to raise the prices of certain goods and services 
produced by the sectors faced by labour shortages, 
especially those where the scope for productivity im- 
provements is limited and which are sheltered from 
domestic and foreign competition, but they would also 
stimulate labour-saving and productivity-raising invest- 
ments. 


215 See the Survey for 1964, Chapter II. The number is to be 
further reduced, by 3 per cent, before the end of July 1966, and by 
another 2 per cent before the end of January 1967. 

216 In the United Kingdom restrictive measures date from 1962. 
At present the intake into employment of Commonwealth immi- 
grants is limited to 8,500 per year. Recent bilateral agreements 
between France and former French Territories in Africa limit the 
length of the worker’s stay. 

217In Belgium the contraction of the coal industry has already 
led to a limit being placed on the number of immigration permits 
available to foreign workers from countries outside the Common 
Market; the ban mainly affects North African workers, who at 
present number about 10,000. In the Netherlands, where the cessa- 
tion of coal-mining would free 45,000 workers for other activities, 
the Government has proposed measures providing readaptation 
assistance, the amount of which is expressly linked to the reduction 
of output. The Government believes that the gradual contraction 
of coal production must be accompanied by the formulation of 
projects which provide new jobs. The motor-car industry is one 
such industry which will contribute to the re-industrialization of the 
coal-mining district. 


Thirdly, in certain countries where previous large 
inflows of foreign workers enabled both the social 
promotion of the local population and the provision of a 
“supplement of leisure” in the form of a reduction in 
the working week, it is being advocated that the supply 
of domestic labour be raised by lengthening the working 
week.*48 However, this would merely carry a once-for-all 
benefit, and alternative solutions would still need to be 
found for growing manpower requirements in the 
future. 

Fourthly, the disadvantage of the high turnover of 
foreign workers can be overcome by encouraging their 
permanent settlement.?”° Experience shows that the capa- 
city to absorb immigrants is quite flexible, when the local 
community has accepted such a permanent solution. The 
economic costs connected with the permanent settlement 
of immigrants (in the form of the required investments in 
houses, schools, etc.) would certainly increase, but 
“importing ” countries would still remain “ net gainers ” 
since the cost of raising the migrant has been borne by the 
“ exporting ” country. 


When attention is turned to the labour-sending coun- 
tries, it should be recognized that it is dangerous to con- 
clude that the less-developed Mediterranean countries 
have supported the economic growth of the industrial 
countries at their own expense. However, various argu- 
ments that have been used against temporary emigration 
and the losses incurred by the “ exporting ” country as a 
result of permanent emigration have been outlined above. 
Whilst the concern of the “exporting ” countries with 
temporary emigration may perhaps be premature and 
exaggerated, it is nevertheless true that the unco-ordinated 
movement of labour within Europe, unaccompanied by 
a policy of regional development at the supra-national 
level, involves a real danger, namely that migration 
towards the poles of industrial development tends to 
accentuate imbalances between rich and poor zones. It 
may therefore be timely to envisage a policy of “ planned ” 
migration on an all-European scale. What is implied is not, 
of course, the imposition of controls for reducing the 
migratory flows, but rather the formulation of a policy 
for making inter-country migrations an efficient instru- 
ment for balanced economic development in both the 
“importing ” and “exporting ” countries, and for im- 
proving the prospects of all the citizens of the sending 
countries and not those of the migrants only. 


Migratory movements from South to North might be 
regarded as the first step towards a closer social and 


218 The Chairman of the Supervisory Board of Kldéckner- 
Humboldt-Deutz AG, Dr. Giinter Henle, stated in 1963 that two 
extra hours of work per week for every man employed in western 
Germany would dispense with 800,000 foreign workers. A sub- 
sequent appeal by Federal Chancellor Erhard calling upon German 
workers to work longer hours struck public opinion. See Monthly 
Review of Economic Policy, English edition of Wirtschaftsdienst, 
Hamburgisches Welt-Wirtschafts-Archiv, December 1965; a sample 
survey in December 1965 yielded the following results: 87 per 
cent of males and 92 per cent of females were in favour of a longer 
working week in preference to foreign immigration; out of these 
62 per cent were disposed to work one additional hour, 17 per cent 
two hours and 21 per cent three or more hours. 


220 Common Market countries are required by the rules of the 
Rome Treaty to adhere to this principle. 


“i ae 


economic integration of Europe. In this context the 
temporary migration of southern workers to northern 
industry (which will probably continue, albeit on a 
smaller scale) would be regarded as a programme for 
training skilled workers for the future economic develop- 
ment of the Mediterranean countries. One point that 
needs to be emphasized is that the benefits accruing to 
individual emigrants from their employment abroad 
should be converted into social assets for the “ exporting + 
country. This requires that the “exporting ” countries 
should provide incentives for certain types of emigrants 
and for their return, and arrange for the vocational 
training of would-be emigrants and for their re-integra- 
tion on гейши. It also calls for more co-operation 
between “ exporting ” and “ importing ” countries. Thus, 
northern firms might be encouraged to establish branch 
factories in southern areas if certain incentives and the 
necessary infra-structure were available; a supply of 
suitably-trained repatriated emigrants would, of course, 
be an additional stimulus. Such development would help 
the “exporting” country to re-integrate returning 
migrants and convert the training and experience they 
received abroad into a social and economic asset for their 
country. The introduction of “ planned migration ” into 
the process of a closer integration of European countries 
with different levels of economic developments would 
require both the continuation of “ rotating ” migrations of 
southern workers to the North, and substantial temporary 
migrations of managers and highly skilled technicians 
from the North to the South. 


(c) The financing of private productive investment 


With only small additions to the labour force, the 
overall rate of expansion in western European countries 
has come to depend increasingly on productivity increases 
which, in turn, require both modernization and expansion 
of the capital stock. At the same time, increasing inter- 
national competition has accentuated the need for tech- 
nical progress and investment, particularly in the most 
exposed branches of activity. 


Investment demand by individual firms is determined 
by such factors as the degree of capacity utilization, the 
actual and prospective levels of sales, the extent of com- 
petition and the rate of technical innovation.222 Whether 
this demand becomes effective, however, depends on 
financial resources, either internal or external. In recent 
years, increasing attention has been given in many coun- 
tries to financial obstacles to private productive invest- 
ment.*-The question has been raised whether financing 
problems may not have begun to affect the rate of growth 
of private productive investment, or are likely to do so in 


221 Manpower Policies and Problems in Greece, OECD, Paris 
1965. 


222 For a detailed discussion of the determinants of rates of fixed 
capital formation, see “Some Factors in Economic Growth in 
Europe during the 1950s”, Economic Survey of Europe in 1961, 
Part 2, Chapter IV. 


*°° For an earlier detailed discussion of financing problems and 
some speculation on the future of self-financing, see “ Financial 
obstacles to industrial investment in western Europe ”, Economic 
Survey of Europe in 1955, Chapter 4. 


future. A major reason for this resurgence of earlier dis 


* 


cussions of investment financing is that the increase И 
private enterprise savings appears to have slowed dows 
in recent years in a number of countries or, at least, tha 
these savings have been increasing, or may be expected iC 
increase, less rapidly than private productive invest- 
ment.2%4 In either case, the financing surplus of enterprises 
will tend to fall, or its deficit to rise. Self-financing ratios 
of private enterprises are, of course, always subject to 
cyclical fluctuations, but it is not excluded that chronic 
labour shortages and their impact on wage increases “4 
now exerting a more acute and permanent pressure on 
business profits than in the past and that keener inter- 
national competition is rendering it more difficult to pass 
on wage and other cost increases through higher prices, at 
any rate in the “exposed” branches of industry. If the 
distribution of enterprise profits between general govern- 
ment (mainly in the form of taxes), households and 
financial institutions (mainly in the form of interest, 
dividends and other income transfers) and the enterprises 
themselves, does not change significantly, the conse- 
quences of such a development would be increased reliance 
by enterprises on external sources of financing. 


In this section, an attempt will be made to present and 
to analyse evidence available on the pattern of financing of 
private productive investment. Changes over time in self- 
financing ratios — both cyclical and long term — will be 
examined first. This will be followed by a comparative 
presentation of financial asset formation by households 
and insurance companies. Finally, the contribution of the 
capital market and of other sources of external finance to 
the financing of investment and the institutional arrange- 
ments for channelling external finance will be described. 


The behaviour of self-finance 


To provide an answer to the questions raised would 
require statistical information on the pattern of sources 
and uses of finance for private enterprises in different 
countries, and on changes over time in this pattern, seen 
against the background of investment behaviour. Such 
information, in spite of recent developments in national 
accounting, does not exist in a form allowing comprehen- 
sive comparison even between advanced countries. 


For adequate comparison, statistics would be needed of 
investment and sources of finance separating industry 
groups and forms of organization. It would be valuable to 
compare, for instance, branches that are exposed to 
international competition with those that are not. It 
seems -essential to distinguish corporate from unincor- 
porated enterprises, both because of the difficulties — 
which can never be wholly surmounted by statistical 
manipulation — of separating the personal from the 
business savings of unincorporated enterprises, and 
because of the different financing methods and opportun- 
ities for access to external finance of the two kinds of 


_ 234 By “enterprise saving ” is meant, essentially, retained profits 
either gross or net of depreciation. It will be realized that changes in 
enterprise savings do not reflect only changes in gross trading 
profits. They are determined also by changes in taxes, interest and 
dividend payments. 


Self-financing ratios 


France 8 
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TABLE 33 


Western Germany © 


и РТ United Kingdom @ — United States & 
Internal sources as per cent 1953-1955 68 = = 81 68 
a of total uses в 19561958 | *..’ в. Е 72 68 
A я 1959-1961 я Sy 65 68 68. 62 
q 1962-1964 Ah 53 63 69 63 66 
_ __ Retained gross profits as per cent 1953-1955 я 85 №. Ee 99 86 
a of gross investment 1956-1958 м 68 в. aA 82 88 
га 1959-1961 757 68 79 78 82 91 
2 1962-1964 627 62 73 73 80 98 
=. 
Е, Retained gross profits аз рег cent 1953-1955 92 #2 123 94 
Е of fixed investment 1956-1958 fA 79 cat a 97 92 
2 1959-1961 867 1/5) 88 oe 104 102 
: 1962-1964 69 97 109 


4 Sources : France: INSEE, Les Comptes de la Nation, Etudes et Conjoncture, 
various issues. 


_ Western Germany: A: Data supplied by the Deutsche Bundesbank. 
B: Monthly Reports of the Deutsche Bundesbank, various issues. 


г United Kingdom: 1953-1959, Economic Trends, April 1962, 1960; Ministry 
ая Statistics on Income, Prices, Employment and Production, December 


1961-1963, Board of Trade Journal, 5 November 1965, 1964, Ministry of Labour, 
ор. сй., December 1965. 


United States: Statistical Abstract of the United States, various issues. 


@ “ Total uses ” are gross fixed investment, acquisitions, increase in the value of 
stocks and increases in net financial assets. 


business organization.?2° Moreover, the importance of the 
unincorporated business in an economy depends, among 
other things, on the differing importance of agriculture, 
while corporate business is normally predominant in 
manufacturing industry which is of most interest for com- 
paring experience in the “ exposed ” sector. 


Systematic information on sources and uses of finance 
is indeed available for France, western Germany, the 
United Kingdom and the United States — but with very 
different coverage in each case. For France, information 
on sources and uses of finance is available for the aggre- 
gate of non-financial enterprises, including both public 
and private enterprises and agriculture, as well as dwell- 
ings, but there are no consolidated figures for corporate 
business.226 Separate figures for self-financing, but not for 
external financing, are also available for private non- 
agricultural enterprises, again including dwellings. For 
western Germany there are data on sources and uses of 
funds for non-financial joint stock companies, and also for 
all non-financial enterprises, both public and private, 
excluding dwellings. For the United Kingdom, there are 
detailed statistics on sources and uses of funds for com- 
panies in manufacturing and distribution whose shares 


225 For some countries, the statistics for the “ enterprise ” sector 
do not separate the financing of dwellings — which is obviously 
subject to quite different influences from the financing of directly 
productive investment. For some countries, again, there are no 
separate figures for the financing of investment by public, as distinct 
from private enterprises. 

226 The shares in gross fixed investment in 1964 were: non- 
financial private enterprises 59 per cent, public enterprises 29 per 
cent, dwellings 12 per cent. 


6 France: A: Private non-agricultural enterprises including dwellings. 
B: All non-financial enterprises, public and private, including dwellings. Data 
for 1953 to 1958 are not strictly comparable with those for 1959 to 1964. 


© Western Germany: A: Non-financial joint stock companies. Only up to 1963. 
B: Non-financial enterprises excluding dwellings. 


@ United Kingdom: Quoted companies in “ manufacturing and distribution ”. 
Data for 1964 relate to accounts received up to 30 Sept., 1965 (90% of the total). 


е United States: All corporations. 


f Retained gross profits include gross savings of private companies and estimates 
for self-financing of capital formation by individual entrepreneurs. 


are quoted on stock exchanges.”*” Comprehensive data are 
available on the sources and uses of funds of all corporate 
enterprises in the United States. 


Selected self-financing ratios, in the form of three-year 
averages based on the series just described, are presented 
in Table 33 for these four countries. Chart 9 shows one 
of the self-financing ratios year by year (retained gross 
profits as a ratio of gross fixed investment) and also the 
absolute figures for gross fixed investment, retained gross 
profits and net borrowing together with new issues of 
shares. 


For Sweden there are data on the self-financing of 
private corporations in manufacturing industry, which are 
discussed below, as are also some indirect indications of 
the movement of self-financing in industry in Jtaly. 


From the description of the series, it will be seen that 
the data are not comparable from one country to another, 
even apart from differences in accounting practices. 
However, the available material does display some 
significant features both of short-period or cyclical 
changes in investment financing and some significant 
indications about longer-term trends. 


227 The figures for quoted companies in “ manufacturing and 
distribution ” also include construction and certain service trades 
but not shipping, financial institutions or companies operating 
mainly abroad. Statistics also exist for the United Kingdom, based 
on the national accounts, for all private corporate enterprises. But 
the coverage and definitions of these more comprehensive statistics 
differ somewhat from those for quoted companies and the figures 
are not used here. 
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France: A - Private non-agricultural enterprises (including dwellings) —В - Non-financial enterprises (including dwellings). 
Western Germany: A - Joint stock companies В = Non-financial enterprises (excluding dwellings). 
United Kingdom: Publicly quoted companies in manufacturing and distribution. United States: Corporations. 


Sources : see Table 33. 
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| the | the 
igs of retained profits precede those of investment in 
business cycle is particularly evident for the United 
dom and for the United States. This does not 
ssarily mean post hoc ergo propter hoc. The invest- 
boom may be the consequence either of increased 
ts or of the rise in output. Profit margins tend to go 
the beginning of the boom, together with production, 
le the investment boom tends to get under way later. 
wage increases accelerate in the upswing, the rate of 
rease of gross retained profits slows down while 
vestment expenditure speeds up. This divergent move- 
ent at the height of the boom between retained profits 
nd gross fixed investment will tend to reduce the self- 
nancing ratio. When the investment boom peters out, 
either spontaneously or as a result of restrictive policies, 
the self-financing ratio may level off, or may even 
increase if fixed investment levels out more markedly 
than do retained profits. 

_ There are also clear indications in certain. countries of 
a longer-term decline in the self-financing ratios. The 
figures in the table and chart suggest this quite plainly 
for France, where the share of gross investment (including 


stocks) financed from internal sources, for private non- ° 


agricultural enterprises, declined from a peak of 83 per 
cent in 1959 to 57 per cent in 1964. The previous trough, 
in 1956, was 72 per сеп.??8 The recent decline was 
accompanied by a flattening out of private fixed invest- 
‘ment (and in 1964 by large additions to stocks partly 
accounted for by unsold dwellings) which is reported to 
have been due to a deliberate check in investment expendi- 
ture, partly to avoid further increases in indebtedness.?”° 
The self-financing ratios of all non-financial enterprises 
also declined sharply from 1953-1955 to 1956-1958 and 
then again from 1959-1961 to 1962-1964 to a lower level 
than in 1956-1958 in the latter period. Within both 
periods internal financial resources did increase but fixed 
investment and additions to stocks rose much faster. 
The decline in the self-financing ratios was much more 
marked for private non-agricultural enterprises than for 
the whole non-financial enterprise sector; this is largely 
accounted for by the inclusion of public enterprises in 
the latter.**° 


In the United Kingdom, there is no evidence of any 
long-term change in the self-financing of investment by 
quoted companies since the mid-nineteen-fifties. There 
was a higher self-financing ratio in 1953-1955 than in later 
periods (Table 33); this was mainly the result of the very 
low level of fixed investment in 1953 (and earlier years).”** 


228 See INSEE, Les Comptes de la Nation de I’ Année 1964. Etudes 
et Conjoncture, July 1965. 

229 Ibid. 

230 Whereas, as already pointed out, the self-financing ratio 
declined sharply for private non-agricultural enterprises, it rose 
from 58 to 71 per cent from 1959 to 1964 for public enterprises, 
even though their investment continued to increase. This was due 
mainly to an increase in subsidies. This divergence illustrates how 
misleading a picture may be conveyed by the inclusion of both 
public and private enterprises in a calculation of self-finance. 

281 The decline in the ratio of internal sources to total uses of 
funds and its relatively low level compared with the other ratios is 


е For western Germany data for enterprises are shown 


only since 1959, and for joint stock companies only up 

to 1963. There was a decline in the self-financing ratios 
for joint stock companies until 1962 but they increased 
again in 1963 as fixed investment levelled off. A similar 
decline was registered by the whole enterprise sector 
(excluding dwellings), with an interruption in 1963, again 
because investment declined.** There is evidence that for 
all enterprises a further deterioration occurred in 1965 as 
the net financing deficit increased from DM 15.6 billion 
in the first half of 1964 to DM 19.2 billion in the corre- 
sponding period of 1965.53 Preliminary national accounts 
data for 1965 show that undistributed profits of enter- 
prises have declined sharply.?4 But a recurrent cyclical 
problem for the financing of productive investment 
arises from the importance of the banks for channelling 
investment finance, combined with heavy reliance on 
credit restraint in anti-inflationary policies. 


Nothing can be concluded from such evidence about 
longer-term tendencies of self-financing in western 
Germany. But data for joint stock companies for the 
period 1953-1958,*84¢ although not wholly comparable 
with the figures presented here, suggest that the recent 
decline in the self-financed proportion of fixed invest- 
ment is something more than a cyclical drop. 


In Sweden self-financing ratios have been published for 
earlier years for corporations in industry, and for more 
recent years for mining and manufacturing. Although the 
level of the ratios is very different for the two series, the 
movement in the overlapping years is rather similar. 
The figures presented below show a sharp reduction in 
the self-financing ratio for industry between the averages 
for 1953-1958 and 1960-1962. The steep rise in 1959 was 
due mainly to heavy stock reductions. No separate figures 
for gross investment and retained profits are given, but 
it is reported that the fluctuations in self-financing ratios 
were largely accounted for by the behaviour of industrial 
investment which was particularly volatile in Sweden. 
A period of recession in 1952-1953 was followed by 
long stagnation until 1957, brought about by restrictive 
credit and budgetary policies. Thereafter, there was an 
investment boom from 1957 to 1961, followed by a new 
period of stabilization policies and stagnation. After a 
decline from a reported peak in 1959 the more recent 
data for mining and manufacturing show a marked 
increase in the self-financing ratio in 1962 and 1963 and 
the maintenance of a higher ratio in 1964, due to a 


partly due to the importance of acquisitions of other companies in 
total uses of funds and the sharp increase in these acquisitions 
since the 1950s. 

232 Tt is rather surprising that the level of the ratios for enterprises 
was similar to that for joint stock companies, although one might 
have expected it to be higher for the former, which include public 
enterprises as weli as unincorporated businesses and self-employed 
in agriculture, where recourse to external finance is generally more 
limited. 

233 See Monthly Report of the Deutsche Bundesbank, September 
1965. 


284 Tbid,, February 1966. 


234a@ See Die Abschliisse der Aktiengesellschaften, Statistisches 
Bundesamt, from which can be derived self-financing ratios for 
years before 1959. | 
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slackening of investment and, in 1964, also to an upturn 
in gross savings. In 1965, gross investment is believed 
to have increased and the self-financing ratio to have 
declined again.?*° 


Sweden 2 
1953-1958 1959 1960 1961 1962 1963 1964 
Self-financing ratio in 
manufacturing .. 111 166 81 81 90 
Self-financing ratio in я 
manufacturing and 
mining; his aviest = a р ETDS Te 6297106107. 


Sources : For manufacturing, see Jaak Jaerv and Erik Lundberg, “ Profits and 
Investments in Swedish Industry”, Skandinaviska Banken, Quarterly Review, 1964: I. 
For manufacturing and mining, see The Swedish Economy, October 1965, 
National Institute of Economic Research, Stockholm, p. 43. 


@ Percentage ratio between gross retained profits and total gross investments. 


From the point of view of longer-term prospects for 
self-financing in Sweden, it is of interest-to refer to yet 
another set of official data relating to the whole private 
enterprise sector, on the basis of which forecasts for 1970 
have been made. Movements of the ratio of enterprise 
savings to gross investment differ from those shown for 
the narrower sectors in the table in more recent years. 
Self-financing also rose to a peak of 100 per cent in 1959 
but it continued to decline thereafter to 60 per cent in 
1963 and to 56 per cent in 1964. It is further stated that 
there has been a substantial liquidation of financial assets 
by the enterprise sector so that, even with unchanged 
ratios of retained gross profits to gross investment, 
financing from internal sources could in future be expected 
to cover a smaller share of enterprise investment than in 
the past. 


In fact, a further decline to 50 or 42 per cent (on two 
alternative assumptions) is forecast by 1970; the large 
investments expected for countering cost increases 
through productivity advances would involve a rate of 
borrowing beyond the claims on external finance required 
to make up for the decline in the self-financing ratio 
already observed.*8? This general reasoning is thought 
to apply even more strongly to export industries which 
will be subject to increasing cost pressures and keener 
international competition. 


In Лау no figures are available on retained profits. 
However, some indication of the movement of self- 
financing in industry, if not of its importance, can be 
derived from the three series shown below, on the 
assumption that there have been no changes in interest, 
dividends and taxes paid out of gross trading profits 
significant enough to affect the gap between the latter 
and retained profits. The data suggest that from 1959 to 
1961 gross trading profits in industry were a high and 
relatively constant share of value added and that this 


235 For more detailed comments, see sources quoted in the table 


and Erik Lundberg and Jaak Jaerv in “ Industrial Investments and 
Stabilization Policy”, Skandinaviska Banken, Quarterly Review, 
1965 : I. 


236 See Svensk Ekonomi, 1966-1970 med utblick mot 1980; Statens 
Offentliga Utredningar 1966: 1, Finance Ministry, pp. 131-132. 


237 The two assumptions relate to the allocation of the burden of 


the National Supplementary Pension Scheme either entirely to 
employees or to employers. 


at the 1964 level. Gross fixed investment increased fror 
1959 to 1963 though at a diminishing rate since 1962. ] 
declined in 1964 and also in 1965. From 1959 to 1963 th 
rapid rise in investment expenditure brought about 
continuous decline in the ratio between -gross tradin 
profits and fixed investment. In 1964, by contrast, th 
sharp decline in investment raised the ratio of gros 
trading profits to fixed investment even though profit 
continued to decline in relation to value added anc 
hardly rose in absolute terms. 


Italy: Profits and investments in industry @ 
A. Gross trading profits as a percentage of value added ® 


B. Gross trading profits as a percentage of gross fixed investment 
С. Percentage change on previous year of gross fixed investment — 


A B Е 
То О 237.5 = | 
1960". 2. one 225.0 20.5 
(cer ee 38.7 204.3 22.8 
1962. . 35.7 184.6 15.0 
i6aruc ciety son 174.3 11.9 
196455 5288 213.0 15,4 


Sources: Relazione generale sulla situazione economica del Paese (Ministry 
for the Budget) and G. de Meo, Produttivita e distribuzione del reddito in Italia 
nel periodo 1951-63 (Istituto Centrale di Statistica), Rome 1965. 


@ Industry includes mining, manufacturing and public utilities, All values are 
in current prices. 


> Gross trading profits equal value added less wage and salary bill and imputed 
labour cost for self-employment. Income from self-employment for 1964 is 
estimated. 


Changes over time in self-finance ratios in the United 
States differ in two respects from those in western 
European countries. In the first place, in contrast to 
France, Sweden and the United Kingdom, the ratios have 
tended to be higher in the 1960s than in the 1950s. In the 
second place, in.contrast to all western European coun- 
tries for which information is available, the recent invest- 
ment boom has not been associated, at least up to 1964, 
with a significant decline in the ratio of gross retained 
profits to gross fixed investment (see Chart o): 


Views on the respective disadvantages and advantages 
of a high ratio of self-finance differ widely. It has been 
argued that excessive reliance on self-finance would tend 
to favour existing and most successful enterprises as 
against new ventures and that the resulting investment 
pattern would not be the most desirable one from the 
point of view of future growth. It has further been argued 
that it would tend to accentuate monopolistic tendencies. 
For both these reasons greater recourse to the capital 
market and other sources of external finance would ensure 
a better allocation of investment funds. As against this 
it has been stated that it may be easier to finance from 
internal sources the risky investments required to apply 
new technologies and to introduce new products; that 
decisions of industrial management are usually more 
enlightened than those taken by banks or other financial 
institutions or by individual or institutional investors in 
the capital market; that large dividend distributions have 
adverse repercussions on wage demands, and that 
dividend income and capital gains have leakages into 


consumption, whereas retained profits are spent entirely 
on asset formation. 


-financing ratios presented in Table 33 do not 
gest that a country with a small proportion of self- 
cing finds it more difficult to achieve a high invest- 
nt ratio in the private productive sector than a country 
В a high proportion of self-finance. Thus, the ratios 
British companies are a little higher than those for 
restern German companies, although the investment 
atio in the United Kingdom has been among the lowest 
п western Europe, and the west German among the 
shest. It seems more likely that institutional arrange- 
nts for the channelling of savings into investment can 
time be adapted to various levels of internal finance. 
owever, the material presented cannot settle this issue 
ecause of differences in statistical coverage and because 
№ the obvious pitfalls of an excessively aggregative 
ypproach, 
4 In fact, the relationship between self-finance and 
nvestment (and the need for external finance) must also 
ое investigated at the level of individual enterprises since 
there is usually a wide dispersion among firms; for some 
there is an excess of saving over investment, for others of 
investment over saving.*** The question therefore arises 
whether, at the level of the individual firm, there is any 
connexion between growth and the availability of self- 
finance — whether, in fact, the most dynamic firms are 
those which have relatively large internal resources at 
their disposal. It can also be argued that it is the least 
dynamic firms which have the highest self-finance ratios, 
either because they find access to external finance difficult 
or costly, or because lack of enterprise limits their invest- 
ment outlays to what can be financed from internal 
sources. “ It may be just as true that firms rely so largely 
on self-finance because of the unattractiveness or in- 
accessibility of other sources of finance as that they resort 
as little as they do to other sources because of the adequacy 
of self-finance.” 289 


Again, statistical information which would make it 
possible to provide a firm answer to these questions is 
very scarce.24° Analysis of company accounts in the 
United Kingdom suggests, however, that self-financing 
ratios ranged from over 80 per cent in the smallest 
companies to some 50 per cent in the largest and from 
around 100 per cent in the stagnating to less than 20 per 
cent in the fastest-growing companies. 


238 See “ Financial Obstacles to Industrial Investment in western 
Europe ”, Economic Survey of Europe in 1955, Chapter 4. 

239 Tbid. 

240 For results of earlier investigations, see Economic Survey of 
Europe in 1955, Chapter 4, already quoted. 

241 Оп the basis of data published in Company Assets, Income 
and Finance in 1963, Board of Trade, 1965, the following self- 
financing ratios have been calculated by size and by growth rates: 


Companies OS hari Number of 
with net assets at end-1963, of— median company companies 
(Percentage) 

£25 million and more 40-59 121 
£10 to £25 million 40-59 160 
£5 to £10 million 40-59 232 
£2.5 to £5 million 60-79 327 
£1 to £2.5 million 60-79 566 
£0.5 to £1 million 60-79 438 
under £0.5 million 80-89 183 


2 027 


So far as it goes, this information illustrates how fast 
growth often depends on access to external finance. 
Since the fast growth firms may, on balance, also be the 
largest firms — for whom access to outside finance is 
generally easier in any country —the data may also 
illustrate the obstacles to growth which arise in countries 
where small firms, able to finance expansion only from 
internal resources, predominate. This is one way in which 
problems of finance and growth are intimately linked 
with the extent of industrial concentration. 


Whatever the relationship between investment and self- 
financing may be, there are reasons to believe that the 
channelling of external long-term funds, both efficiently 
and at reasonable cost, to the private productive sector 
has become an important issue in many countries. This 
is so not only because of the tendency for self-finance to 
decline in relation to productive investment but also 
because of the rise in the relative importance of household 
savings. As shown in Table 34, the share in GNP of 
household savings (which include the savings of un- 
incorporated enterprises) was higher in the period 1959- 
1964 than in 1953-1958 in all the western European 
countries listed. There was also an increase from 1959- 
1961 to 1962-1964, and in several instances a substantial 
one, in all the continental western European countries 
except western Germany. In absolute terms, their share 
was highest in the Netherlands, Sweden and western 
Germany and lowest in the United Kingdom and also in 
the United States, the latter probably due to the fact that 
the corporate form of enterprise is relatively more im- 
portant in those countries than in continental western 
Europe. This reflects, in turn, the comparatively small 
importance of agriculture and perhaps also of family 
enterprises in the two Anglo-Saxon countries. Only for 
two countries, the Netherlands and the United Kingdom, 
are private corporate savings shown separately and, in 
both, their share in GNP declined in recent years while 
the total corporate savings ratio also declined sharply in 
Sweden and slightly in France. Except for the Netherlands 
and Sweden (in opposite directions), the share of govern- 
ment savings in GNP showed little change. 


It is evident that if priority is attached to social invest- 
ments — mainly undertaken by the public authorities — 
and to housing, or if public enterprises have an important 
responsibility for the development of productive invest- 
ments, then the decline in self-financing possibilities for 
private business investment may be considered in ac- 
cordance with policy targets. However, financing on 
specially favourable conditions of dwellings and public 
investment generally may have secondary, and probably 


Growth rate (change in Self-financing ratio | Number of 
net assets 1961-1963) of median company —_ companies 
(Percentage ) 

100 per cent and more 0-19 120 
69 to 99 per cent 20-39 86 
99 to 69 per cent 20-39 122 
39 to 49 per cent 40-59 112 
29 to 39 per cent 40-59 169 
19 to 29 per cent 60-79 290 
9 to 19 per cent 80-89 467 
under 9 per cent 100 or more 422 
1 788 


@ Retained in reserves as percentage of change in net 
assets 1961-1963. 
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United States 


— Gross domestic capital formations . 


Gross domestic savings 
of which : 
General government 8 , 
Public corporations® . 
Private corporations @ . 
Households (net) @ . 


Deficit on current account 


Sources: United Nations Yearbook of National Accounts Statistics, 


questionnaires. 


4 From 1959 onwards, new revised series. 
b Including savings of government enterprises. 
© Including depreciation allowances of government enterprises. 


а Including depreciation allowances of unincorporated enterprises. 
® Including savings of unincorporated enterprises. 

Ff Including statistical discrepancy. 

9 1962-1963. 
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tional, repercussions. Such policies have frequently 
ated the demand for dwellings and have hence 
tuated the pressure on scarce labour resources. 
higher wage claims which followed met with less 
tance than elsewhere, being concentrated on a sector 
ot exposed to international competition. The spreading 
such wage claims to the more exposed sectors would 
d to reduce the self-financing possibilities for private 
isiness investment.2” 
Jf the maintenance of a high and steady rate of ex- 
ansion of private productive investment is desired, and 
especially if an increasing proportion of it is likely to 
depend on external sources of finance, them it becomes 
important to consider how the savings of other sectors 
of the economy — particularly household or personal 
‘savings — can best be channelled into productive invest- 
ment. It may therefore be useful to review first, the forms 
in which personal savers hold their assets; second, the 
importance of institutional savers, notably insurance 
‘companies and pension funds and their investment 
‘policies; third, the role played by banks and other 
financial institutions and by the capital market in the 
transformation of savings and their channelling to private 
productive investment; and, finally, the measures already 
taken or considered appropriate to improve the flow of 
external funds to industry. 


Financial asset formation by households and insurance 
companies 


The acquisition of financial assets by the household 
sector increased between 1953-1954 and 1963-1964 at a 
roughly similar rate in France and western Germany, 
although its ratio to gross fixed capital formation (ex- 
cluding dwellings) has increased little in France and not 

at all in western Germany (see the figures below). In the 
United Kingdom, where the acquisition of financial 
assets by the personal sector was small in 1953-1954, the 
increase has been enormous but the recent ratio to gross 
fixed capital formation was no higher than in western 
Germany; the ratio was more than twice as much in 


the United States. 


Net acquisition of financial assets by households 


A. National currencies 
B. As percentage of gross fixed capital formation excluding dwellings 


1953-1954 1963-1964 
A B A B 
France (billion francs) ee ser СЗ; 26 A 43.2 
Western Germany (billion DM .. 72 309 244 30.6 
United Kingdom (£ million) .... 55:5 22 125.4: 29.2 
United States (billion dollars) . . - - 11.5 26.4 47.4 63.6 


Sources : See Table 35. 


But what matters is not only the size, but the pattern 
of financial asset formation. This is shown for the three 


242 This problem, with special emphasis on dwelling construction, 
has recently been given particular attention 10 Sweden, and in 
western Germany the authorities have been concerned over the 
competing claims of the public sector, generally, for real and 


financial resources. 


+ 


Percentage distribution of the net acquisition of financial 
-. assets by households 2 рая 


Average 1963-1964 


Western 2 United United 
Germany 17210 Kingdom States 


Cash and sight deposits . . . 7 45 р 
Time deposits ...... . 8, 
ee oe } 48 с 31 ¢ 48с 

Savings institutions. . ... 274 : 
Insurance companies and 

pension funds. ..... 16 5 88 31 
Funds placed with building 

ЗОНЕ Ри: Э oe 40 be 
Government securities .. . —56 
Other securities ...... } 9 2 { —38f } 9 
Мое ие Ка ae ee 10 
Unidentified items ..... —38 


Sources : Western Germany: Monthly Report of the Deutsche Bundesbank, 
April 1965; France: INSEE, Etudes et Conjoncture, July 1965; United Kingdom: 
National Income and Expenditure, 1965, Table 69; United States: Federal Reserve 
Bulletin, April 1965. 

@ Only the net acquisition of financial assets is shown and not the change in 
liabilities. 

5 There is no breakdown of household bank deposits between sight and time 
deposits. 

с There is no breakdown of household time deposits between bank deposits and 
accounts with savings institutions. 

@ National savings include deposits with Post Office Savings Banks and ordinary 
departments of trustee savings banks; deposits with special investment depart- 
ments of trustee savings banks; premium savings bonds; national development 
bonds and national savings certificates. 

@ British government and government-guaranteed securities and local authority 
debt. 

f Company and overseas securities, unit trust units and shares of retail co-operative 
societies. 

9 The United States total also includes net free balances with security bankers, 
not shown separately. 


western European countries and the United States for 
1963-1964 in Table 35. Just as for the self-financing 
statistics presented earlier, comparison between countries 
of the pattern of net acquisitions of financial assets is 
rendered difficult by differences in breakdown and 
definition.242 In the United Kingdom, moreover, un- 
identified items account for a very large, and negative, 
proportion of the total. Nevertheless, certain charac- 
teristic features emerge, revealing substantial differences 
in the pattern of financial asset formation. 


Thus, in western Germany, time deposits and savings 
institutions absorbed in 1963-1964 close to one-half of 


243 In the United Kingdom and the United States the net acquisi- 
tion of financial assets of the household sector includes that of 
individuals and households (including all unincorporated business), 
non-profit-making bodies serving persons, life funds of insurance 
companies (regarded as collective property of policy holders) and 
funds of pension schemes and private trusts. In western Germany, 
acquisition of assets by unincorporated businesses are, in principle, 
excluded from the household data. Life insurance and pension 
funds figures represent “ monies placed with ” these institutions. 
In France the figures include all financial assets of “ individual 
entrepreneurs ” and the treatment of insurance companies resembles 
that in western Germany. 


| Tapia 96 See Geen eee 


total financial asset formation of households; this con- 
centration was undoubtedly influenced by the various 
savings incentives provided by the authorities. In France 
the marked preference for holding savings in liquid form 
is reflected in additional cash holdings (including gold and 
foreign exchange) accounting for 45 per cent of the net 
acquisition of financial assets, while time deposits and 
savings institutions absorbed 31 per cent.244 Generally 
in continental western European countries fiscal pro- 
visions and interest rate structures often favour short- 
term against long-term placements and in France the 
long-lasting inflationary experience accentuated this 
tendency. In the United States the share of time deposits 
and savings institutions in the total is identical to that 
in western Germany.” 


Additions to funds placed with insurance companies 
and pension funds absorbed three times as much of the 
total increase in financial investments in western Germany 
as in France; even so the role of these institutions in the 
collection of household savings was very much smaller 
than in the United States, while in the United Kingdom 
additions to the funds of life assurance and super- 
annuation schemes were almost equal to the total net 
acquisition of financial assets by the personal sector. 


The capital market absorbed the same — and still a 
relatively modest — proportion of new household savings 
in western Germany and France. In western Germany 
there had been a sharp increase in household security 
purchases in 1964, almost entirely accounted for by fixed- 
interest securities. With the rapid rise in savings balances, 
more and more savings accounts became “ripe” for 
security investment and the high yield of fixed-interest 
securities also encouraged such a shift.246 However, in 
1965 bond purchases declined again, even in absolute 
terms, because of a sharp drop in bond prices caused by 
the curtailment of the credit institutions’ purchases of 
fixed-interest securities (see below). At the same time 
there was a rapid increase in private savings accounts and 
other forms of institutional saving.?4” In France inflation 
militated against placements in fixed-yield securities, 
whereas investment in shares — where capital gains might 
be expected to provide a safeguard against monetary 
depreciation — was limited by the small range of suffi- 
ciently well-known industrial shares available on the capi- 
tal market. Thus, direct investment in the capital market in 
France and western Germany, as well as in other con- 
tinental western European countries, continues to suffer 
from a number of traditional and institutional handicaps 
as well as from fiscal and other provisions which render 
such investments less attractive than competing forms of 
assets. In the United States the surprisingly small propor- 
tion of the net acquisition of financial assets accounted for 


*44 Cash alone amounted to 42 per cent of the total. 


245 In the United Kingdom no breakdown for bank deposits 
between sight and time deposits is available. The category “ National 
Savings ” represents special institutions, whose funds are part of 
the national debt. For the other countries no breakdown exists 
between household savings deposited in banks and in specialized 
savings institutions. The proportion placed with the latter appears to 
be about three-quarters in France, two-thirds in western Germany 
and around one-half in the United States, 


246 See Monthly Report of the Deutsche Bundesbank, April 1965. 
247 Ibid., January 1966. 


by security purchases in 1963-1964 can be explained by 
the pattern of yields on alternative financial assets. Yields 
on many categories of securities did not keep up with the 
sharp increases in rates on savings deposits paid by com- 
mercial banks or savings institutions, while government 
security yields even declined.*48 It should, however, be 


borne in mind that, of the total securities held by all 
sectors at the end of 1964, 61 per cent were owned by 
households and that for corporate stocks the percentage 
was as high as 86 рег cent.?49 In the United Kingdom, the 
household sector appears to have liquidated substantial 
holdings of private securities, presumably to finance con- 
tributions to life insurance companies and pension 
funds.”°° . 


Thus, institutional investors, particularly insurance 


companies and pension funds, play a much smaller role | 


in the collection and channelling of household savings in 
the continental countries of western Europe than in the 
United Kingdom and the United States. Moreover, their 
placement policies continue to be restricted by tradi- 
tionally cautious attitudes and by legal provisions. 


In western Germany direct loans against borrowers’ 
notes (a non-negotiable instrument playing an important 
role in financing generally) took up 30 per cent of the 
total net acquisition of financial assets by insurance 
companies in 1963-1964. Securities and participations 
accounted for another 30 per cent of which, in turn, bank 
bonds absorbed more than one-half and acquisitions of 
shares and participations a quarter. Investment in shares 
is permitted within certain limits but under special condi- 
tions subject to approval by the Federal Supervisory 
Office. Most of the remainder was placed in mortgages 
and real estate.”*! In France, the regulations provide that 
half the investments of insurance companies are to be 
directed to government and government-guaranteed secur- 
ities, both for the sake of safety and to help the Govern- 
ment to finance priority investments. In fact, in 1960, 
50 per cent of the financial investments of insurance 
companies was accounted for by public sector securities, 
company shares and real estate absorbing 13 and 11 per 
cent, respectively, and the rest being channelled to a 
variety of 1565.25? In Sweden life insurance companies are 
directed to invest at least 70 per cent of the increase of 
their funds in “ priority ” investment particularly housing 
(including mortgage bonds and state bonds). In Denmark 
permissible investment outlets listed by the Insurance Act 
are government and local authority bonds, mortgage bank 
bonds and mortgage loans. A maximum of 15 per cent of 
their resources may be invested without restriction. 


"28 See “ Consumer Income, Spending and Saving”, Fed ] 
Reserve Bulletin, April 1965. М 


*49 Op. cit., р. 614. 


250 Even after estimates of the sale of company and overseas 
securities by the personal sector had been made for 1963 and 1964, 
there still remains a large unidentified item which may suggest 
that the estimates of security sales are still too low. See National 
rrr aad eens 1964 and 1965; and L. S. Berman in “ The 

ow of funds in the UK ”, Journal of the Royal Statistical i 
Volume 128, Part 3, 1965, : ми 
351 See Monthly Report of the Deutsche Bundesbank, April 1965. 


ae See м Rapport présenté au Ministére des Finances et des 
Affaires economiques ” by the Committee charged to study the 
financing of investments (Comité Lorain), May 1963. 
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_ 1953-1955 


С р gee 5 677 

. Capital wrarket ера on. 2116 
О очей 333; 

IBGHUS rent ов 1 183 

Medium-term credits ..... 550 

Long-term credits пеё..... 3 010 

SHOrt=terniCrealts).) ho. Snes 2 187 

Total external funds 7 863 


Source : See Table 33. 
@ Non-financial enterprises, public and private, including dwellings. 


In the United Kingdom, by contrast, over 50 per cent 
of the net acquisition of financial assets by insurance 
companies was taken up by the purchase of company 
securities, the other large outlets being mortgages with 
18 per cent, and real estate with 10 per cent. The corre- 
sponding distribution for superannuation schemes were 
66, 20 and 6 per cent respectively.?5? In the United States, 
also, insurance companies and pension funds placed 
over one-half of their new financial investments in cor- 
porate bonds and shares with mortgages and real estate 
accounting for 31 and 10 per cent respectively.?*4 


In sum, it appears that the pattern of financial asset 
formation by household savers in the continental western 
European countries can be briefly characterized as 
follows:*** firstly, a large proportion of the financial 
investments is in short-term assets and placed with banks 
and savings institutions; secondly, life insurance com- 
panies and private pension funds, which are important 
collectors of household savings in the United Kingdom 
and the United States, still play a relatively limited role in 
continental western Europe; thirdly, direct household 
investment in the capital market, in particular in company 
issues, remains relatively limited for reasons already 
indicated and to be developed further below; and, fourthly 
life insurance and private pension funds remain both 
traditionally cautious in their investment policies and, in 
spite of some liberalization, limited by legal stipulations. 
This means that only a small proportion of their funds is 
channelled to private productive investment, and in most 
cases next to nothing to risk-capital. One reason for the 


253 See Financial Statistics, Central Statistical Office, London 
1965. 

254 See Federal Reserve Bulletin, April 1965. 

255 Ног a detailed discussion of the behaviour of household savers 
and institutional investors as well as of the operation of capital 
markets in general, see “ A Description and Analysis of Certain 
European Capital Markets ”, material prepared for the Joint 
Economic Committee, Congress of the United States, Washington 
1964. In addition to a general discussion of the issues involved and 
a comparison of the size and structure of capital markets in the 
United States and certain European countries, this study also 
contains detailed and useful country studies for Belgium, France, 
western Germany, Italy, Sweden and the United Kingdom. 


ры TABLE 36 ia 
_ Composition of external finance in France © = or 


1956-1958 1962-1964 


; 1959-1961 

million million million 

francs percentages francs percentages Gancs percentages 

10 277 IPR 15 520 21 613 69.3 
3 967 29.0 5 367 7 190 23.0 
2077 152 3 048 4 599 14.7 
1890 13.8 2319 ‚ 2 591 8.3 
1250 9.1 1002 2 393 det 
5 060 37.0 9 152 12 030 38.6 
3 387 24.8 6.981 9 589 30.7 

13 663 100 22 501 31 201 100 


comparatively limited scale of life insurance and pension 
funds may be the larger scale of social security. But social 
security funds generally do not collect substantial amounts 
for long-term investment. Until recently, social security 
funds accumulated large surpluses in western Germany, 
and since 1960 they have built up enormous surpluses in 
Sweden and will continue to do so. In both countries — as 
elsewhere — social security funds are even more restricted 
in their investment outlets than are private insurance 
companies and pension funds.?*° 


It follows that the question of the role performed by 
banks and other financial institutions in transforming 
short-term household savings into long-term funds for the 
financing of private productive investment, either directly 
or indirectly, is of crucial importance in many countries. 


The capital market and other sources of external finance 


The institutions which have assumed the role of trans- 
forming savings into long-term investment finance, and 
hence also the composition of external finance, vary 
greatly from country to country, reflecting, in part, also 
the pattern of financial asset formation by households. 
Tables 36 to 38 give some indication of changes over time 
in the sources of external finance for enterprises in France, 
western Germany and the United Kingdom — three 
countries for which the relevant data are available, and of 
the differences in pattern between them.”*” 


256 The distribution of the rapidly increasing investments of the 
Swedish General Pension Fund at the end of October 1965 was as 
follows: government securities and local authorities 25 per cent; 
housing finance 42 per cent and the business sector 24 per cent. 
See “Sweden’s General Pension Fund”, The Banker, February 
1966. In view of the expected increase in the borrowing needs of 
the business sector, it has been suggested that the Fund should shift 
its lending increasingly from the public sector and housing to the 
private enterprise sector. See Svensk Ekonomi, 1966-1970 med 
utblick mot 1980, Statens Offentliga Utredningar 1966: 1, Finance 
Ministry, p. 138. 

257 Tt should be recalled, once again, that differences in coverage 
affect the share as well as pattern of external finance. Evidently 
United Kingdom publicly quoted companies have much easier 
access to the capital market than do unincorporated enterprises 
included in the enterprise sector in France and western Germany. 


=> 


TABLE 37 
Composition of external finance: * western Germany 


1959-1961 


1962-1964 


Billion per- Billion per- 
DM centage DM centage 
ОНО cas 11.0 58.8 140 648 
Capital market ..... 4.1 21.9 a7 17.1 
Эа Е. о: 3.3 17.6 1.8 8.3 
ПОП сы. 0.8 4.3 1.9 8.8 
Medium- and long-term 
bank credit. а. 5.8 31.0 8.7 40.3 
Loans of insurance 
companies. se 1.2 6.4 1.5 6.9 
RY ed Td ee eae 4.7 25.1 3.8 17.6 
Ва се 4.8 25 7 17.1 
Saleofmoney-marketpaper | —0.1 —0.5 _ 0.1 0.5 
Diréct government credit. . 1.1 5.9 1.6 7.4 
Capital imports and other 
credits of foreign countries 2.0 10.7 2.3 10.6 
Total external funds . . 18.7 100 21.6 100 


Source : See Table 33. 
@ Non-financial enterprises excluding dwellings. 


In France the contribution of share issues to total 
external finance of non-financial enterprises remained 
about stable over the period while that of bonds fell. The 
role of new issues in the financing of enterprise investment 
remains limited in France, as also in other continental 
western European countries, for a variety of inter-related 
reasons.”°§ The reluctance of personal savers to invest in 
new issues has already been referred to and new issues 
are, in turn, discouraged by weak demand. In France 
there are, moreover, special impediments to capital 
market financing due, in part, to a certain asymmetry in 
demand and supply conditions. While bond financing is 
more attractive to managements because interest paid on 


oe te should be noted, moreover, that three large private sectors, 
steel, chemicals and engineering, absorb about three-quarters of 
funds raised on the capital market. 


= 


bonds is included in general costs for tax purposes, рег- 
sonal savers refrain from investing in fixed-interest securi- 
ties in inflationary conditions. In addition, bond yields” 
after tax may be lower than interest on short-term place- 
ments which are often tax-free, especially if the bond- 
holder belongs to a higher income category and is taxed 
accordingly. Further, the difference between the cost of 
industrial bond issues and the yield to the lender is par- 
ticularly high in France. The annual charge of an industrial 
bond loan has been estimated at close on 8 per cent (cost 
of publicity, printing, servicing, various taxes in addition 
to interest) while the yield to the lender is some 5.70 to 
5.75 per cent, a spread of more than 2 per сей 


Until the recent reform of company taxation, dividends 
were distributed after deducting the 50 per cent company 
tax and a retention of 24 per cent. Moreover, the cost — 
of issue amounts to some 10.5 per cent of the sum 
raised.2° While the share of capital market financing has 
declined, that of short-term credits has increased and 
long-term loans have supplied a close to constant share. 


A special feature in France is the important role of 
public funds and publicly-controlled specialized institu- — 
tions in the financing of investment. The preferential 
treatment given to certain sectors or to certain investment 
purposes in the allocation of these funds has been an 
important instrument for investment planning in France.?® 
It has also been a factor in the past compartmentalization 
of the flow of funds. Of the total finance (including self- 
finance) of gross investment in all sectors, public funds 
had supplied 28 per cent in 1953-1954 and specialized 
institutions 6 per cent.?62 There has been a deliberate 
shift from the former to the latter in more recent years and 
the corresponding ratios in 1962-1963 were 22 and 13 per 


259 See “Те Financement des Investissements ”, study presented 
by the Section des Finances, du Crédit et de la Fiscalité in the 
Report of M. R. Pelletier, 17 December 1964, Journal Officiel, 
2 March 1965. 


260 Thid. 

261 See “Economic Planning in Europe”, Economic Survey of 
Europe in 1962, Part 2, Chapter V. The recent change in policy away 
from detailed intervention in investment decisions is reflected in the 
general philosophy and the measures put forward in the Fifth Plan. 


262 See Rapports du Conseil de Direction du Fonds de développement 
économique et social, various issues. 


TABLE 38 


Composition of external finance:* United Kingdom 


1953-1955 1956-1958 1959-1961 1962-1963 
НН percentage million percentage Иа percentage ee nS percentage 
ПОТОК 191 91.0 321 86.5 477 
: ; 78.5 496 83.4 
Shatesneere hate: Ole Bess 117 39.1 204 55.0 410 67.4 264 44.4 
Eong-termloans* "3" “2 nes 74 35:2 117 SES 67 11.0 232 39.0 
Increase т bank debt ...... 19 9.0 49 13.2 131 21.5 99 16.6 
Total external funds Е 210 100 371 100 608 100 395 100 
ъд——————ы—ыы=—ы——ы—ы=—_—_—_—_ о 


Source : See Table 33. 
4 Quoted companies in “ manufacturing and distribution ”, 


1953-1954 and they supplied almost nothing at all in 
2-1963 while the share of specialized institutions rose 
om 1 to 6 per cent. The contribution of the two sources 
bined thus declined from 12 to 6 per cent. Thus, in 
t years other sources of external finance made up 
1 for the declining share of public or publicly spon- 
red loans, usually granted on easy terms, and for the 
ecline in the self-financing ratio. The global indebtedness 
the “competitive ” sector has increased from 7 to 
billion francs between 1954 and 1963 and while only 
alf of the capital equipment at present in operation was 
purchased during this period, more than three-quarters 
of the medium- and long-term indebtedness was con- 
tracted then and the situation in this respect has deterio- 
rated further from 1964 to 1965.263 


- In western Germany direct financing through the 
‘capital market is even less important in total external 
finance of enterprises than in France. Apart from the 
factors generally making for a narrow capital market 
already referred to, and leaving aside also cyclical 
influences on security prices and yields, some special 
causes may be noted. Until the end of 1964 a 2.5 per 
cent tax on the nominal value of industrial bond issues 
made other forms of borrowing cheaper.”** Government- 
fostered dwelling construction competed heavily with 
industrial bond issues for financial investments. And the 
cost of issue for shares was almost as high as in France, 
10 per cent of the amount raised. 


The typical feature of enterprise financing in western 
Germany is the predominant importance of bank credits 
which accounted for close on 60 per cent of external 
finance. The contribution of foreign funds is not fully 

reflected in the figures shown since these cover only 
foreign participation in unincorporated enterprises and 
loans raised abroad, while issues made on foreign capital 
markets are included in new issues. Direct government 
credits figure predominantly because of the inclusion of 
public enterprises and agriculture in the enterprise sector. 


The extent to which the credit institutions affect invest- 
ment finance of the enterprise sector, and the conditions 
of lending and borrowing in general, are much more 
important than suggested by the direct contribution 
shown above. The banks have a dual function on the 
capital market as both important issuers and purchasers 
of securities. In 1963-1964 they raised DM 8.95 billion 
in bonds compared with enterprise issues of DM 1.77 
billion and banks’ purchases of bonds amounted to 
DM 4 billion compared with household and insurance 
companies’ purchases of DM 5.4 billion. In normal 
circumstances, the important function of the credit 
institutions as intermediaries between final borrowers 
and lenders, both directly and via the capital market, 
is performed satisfactorily. The banks are in close con- 
tact with managements and influence their investment 


268 Projet de Lois portant approbation du Plan de développement 
économique et social, 11 October 1965, pp. 59-60. 

264 The spread between the cost of issue and the yield is much 
smaller than in France — about 1 per cent — but higher than in 
either the United Kingdom or the United States. 


Commissariat du Plan and the specialized credit institu- 
tions); small and medium-size enterprises get access to 
capital market funds via the banks; there is less fragmen- 
tation of new issues and this also means an easier choice 
for financial investors. It is evident from the almost 
uninterrupted rapid expansion of private investment in 
the postwar period that it is hardly relevant to speak of 
long-term financial obstacles to investment in western 
Germany. 

However, in a country where anti-inflationary policy 
relies so predominantly on bank credit restraint and 
where, moreover, the banks play such an important role 
in supplying external finance for private investment, 
the impact of periodic restrictive action is liable to 
be felt primarily by the private productive sector. Such 
an effect has, in fact, become apparent in 1965. As the 
liquidity position of the banks deteriorated sharply, due 
both to the change in the foreign balance and a restrictive 
central bank policy, their short-term credits to the 
private sector continued to rise while their security 
purchases were curtailed. The resultant imbalance 
between the rising financing deficit of the enterprise 
sector and the absorptive capacity for new issues pushed 
up the long-term rates generally and in particular the 
yield on industrial bonds from 6.3 per cent at the end of 
1964 to 7.4 per cent at the end of 1965. It has been 
reported that the weakening of enterprise investment 
demand in 1965 was partly connected with the high cost 
of borrowing and also with difficulties encountered in 
raising long-term finance in sufficient amounts.” 


It may be noted that in Sweden also concern has been 
expressed about the dangers to industrial investment 
arising from a combination of a restrictive credit policy 
with a decline in self-finance.?** Thus “ the tightening of 
credit, which became increasingly noticeable during 1963, 
has limited the entire private sector’s chances of satisfying 
its credit requirements ”.287 Similar difficulties appear to 
be arising in Belgium.”* а 

It is evident that the data for the United Kingdom, 
which relate to quoted companies only should show a 
much higher proportion of external finance raised 
through share issues than the enterprise data for the other 
two countries.2°8 However, the ratio of share issues to 
total external funds in 1962-1963 for west German joint 
stock companies, was only 24 per cent against 44 per cent 
in the United Kingdom in spite of the marked shift in the 
United Kingdom to long-term loans (which include bond 
issues).2°9 Apart from the perennial financing problems 


265 See Monthly Report of the Deutsche Bundesbank, January 1966. 

266 See Е. Lundberg and J. Jaerv, “ Industrial Investments and 
Stabilisation Policy”, Skandinaviska Banken Quarterly Review, 
1965 : I. 

267 бее The Swedish Economy, Konjunkturinstitutet, October 
1965, pp. 43-46. 

2674 See А. Lamfalussy, “ Belgian Banks in a changing economy Е 
The Banker, March 1966. 

268 The relative importance of long-term borrowing in the United 
Kingdom and of its rising share in total external finance in recent 
years can be ascribed in part to the large and rising expenditure on 
acquisitions of other companies already referred to. 

269 Data for western Germany supplied by the Deutsche Bundes- 
bank. 
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confronting small and new enterprises, British capital 
market and other financial institutions are efficient and 
diversified and any difficulties which have arisen for the 
financing of private productive investment cannot be 
ascribed to major deficiencies in the institutional arrange- 


_ ments for channelling savings to the private productive 


sector. 


Measures to improve the channelling of finance 


A series of measures could be envisaged — and a num- 
ber of them have already been taken or are under con- 
sideration — to improve the channelling of savings to the 
financing of private productive investment. It is in 
France, where financing problems have become perhaps 
more acute than anywhere else in industrial western 
Europe, that they have received most attention and 
where a comprehensive programme of reforms has been 
introduced.” These have been incorporated in their 
broad lines in the Fifth Plan. In an exposé before the 
Economic and Social Council the Commissaire du Plan 
said: “One would find few periods in our financial 
history when so many diverse but convergent measures 
have been taken in such a short span of time ”.271 These 
measures include a reform of company taxation to ease 
the tax burden on dividend distribution and a selective 
reduction of company taxation intended also to increase 
margins for self-financing; a reform of fiscal rules and 
creditor interest rates applying to different categories of 
savings, the latter intended to widen the gap between 
yields on short-term and long-term financial investments. 
The role of transforming short-term savings into long- 
term lending which, in the past, had been assumed to 
such an important extent by the Treasury and specialized 
institutions, is to be shifted increasingly to the banks 
through a reorganization of the banking system and a 
prolongation of the authorized duration of the borrowing 
and lending periods of deposit banks.2”2 The control of 
bond issues has been eased. To stimulate capital market 
investments by household savers, investment trusts 4 


270 See, in particular, Rapport du comité chargé d’étudier le finan- 
cement des investissements presented to the Ministre des Finances 
et des Affaires Economiques (Comité Lorain), May 1963; Statis- 
tiques et Etudes Financiéres, Ministére des Finances, Supplément, 
November 1963, and Le Financement des Investissements, study 
presented by the Section des Finances, du Crédit et de la Fiscalité 
in the Report of M. Robert Pelletier, 17 December, 1964; Journal 
Officiel, 2 March 1965. : 


271 28 September 1965. 
272 The organization of the banking system has been modified by 
making the distinction between the functions of the deposit banks 


and the banques d'affaires less sharp but, at the same time, by 
defining their respective fields of action more clearly. 


capital variable are to be permitted. For he sai 
steps have been taken to provide better infor 
the activities of companies. Restrictions on in 
policies of institutional savers are to be relaxed and 
tax burden on insurance premia to be alleviated. = 

While some of these measures are specifically ada 
to the various obstructions to the flow of external funds 
to private investment operating in France, others are of 
more general applicability. Measures to strengthen the 
capital market should aim both at raising the demand 
for investment in securities as well as to making this 
form of financing investment more attractive to manage- 
ments. Restoration and maintenance of monetary sta- 
bility would, of itself, increase the demand for fixed- 
interest securities while the adjustment of distribution - 
policies would raise that for shares. Increases in yields 
after tax and reduction of differentials, which had operated | 
in favour of public and other issues, would raise the 
demand of household savers for both industrial bonds — 
and shares, as would also the dissemination of better 
information on company activities and the spreading of — 
investment trusts which provide the expertise an individual — 
investor usually does not possess. In many continental 
western European countries, a liberalization of the regu- 
lations governing institutional savers’ investment would 
help to transform personal savings into the financing of 
private investment. On the side of the issuers, tax adjust- 
ments, as well as reductions in the cost of issue in relation 
to yields, would make financing through the capital 
market more attractive. Greater industrial concentration 
would reduce the difficulties of capital market financing 
which befall small firms, but group issues might provide 
a partial solution. 


The banks could perform their role of providing 
long-term finance for business investment more efficiently 
and continuously if anti-inflationary policies in some 
countries were to rely less on credit restraint and more on 
budgetary and other policy measures. 


And, finally, greatly improved statistical knowledge of 
the pattern of investment finance, providing separate 
information for companies and unincorporated ещег- 
prises, by sectors and branches and by size of firm, and of 
the financial transactions of households and institutional 
Savers, is an essential pre-condition for identifying the 
problems and for providing solutions better adapted. to 
specific difficulties.278 


373 The paucity of comprehensive statistics on profits and financing 
and the lack of comparability between those which exist have led 
the Conference of European Statisticians to set on foot a programme 
for their improvement. 


8. NOTE ON YUGOSLAVIA 


Introduction 


Efforts to improve the internal and external balances of 
the economy were the main features of Yugoslav policies 
in 1965, but the quest for greater stability took place in 
the context of a fairly comprehensive reform of the 
economic system. The new emphasis on stability was a 
rather natural reaction to the policies pursued in late 


1962, early 1963, and, especially, in the first half 
of 1964, when priority was attached to growth con- 
siderations. But, at the same time, the switch towards 
more restrictive policies was accompanied by a series of 
measures aiming at, inter alia, resolving the institutional 
shortcomings which in the previous period had tended to 
amplify instability and to affect adversely the allocation 
of resources. It would seem that these shortcomings 


nued to persist despite а number of measures which 
| been taken as early as 1961, mainly because the lack 
ket stability in the subsequent years was unfavour- 
to the implementation of the contemplated price 
п, Which the Government regarded as а рге- 
dition for tackling the economic system in a more 
lematic way. 
In September 1964, restrictive policies aimed at putting 
brake on inflationary pressures were introduced, but 
en these proved insufficient further restrictions were 
applied in January and March 1965. The new set of 
leasures was designed to limit the size of investment 
funds as well as to restrain the expansion of the various 
categories of consumption. By the end of May, inflationary 
endencies had been brought under control and the 
ground prepared for the inauguration in July of a com- 
prehensive economic reform. The formal devaluation of 
the dinar by 67 per cent was accompanied by a price 
reform which changed the relative price structure signi- 
ficantly, while raising the average price level by about 
24 per cent. The reform also included far-reaching changes 
in the fiscal and financial systems. The closing months of 
the year witnessed the restoration of internal equilibrium 
together with a significant improvement in the foreign 
trade balance. 


The economic policies adopted for 1966 have been 
conceived primarily with a view to ensuring the pro- 
gressive implementation of the reform referred to above 
and to maintaining stability, but some recovery in the 
overall rate of growth, which in 1965 was adversely 
affected to a rather serious extent by the restrictive 
policies, is also expected. Notwithstanding a decline in 
investment in comparison with 1964, productive capacity 
continued to grow in 1965, and a rise in global demand is 
expected for the current year. 


(a) The economic situation in 1965 and prospects 
for 1966 


Domestic supplies 


Economic growth in 1965 was planned фо be at a rate 
below that achieved in the preceding year, but due to the 
policy changes and also to some extent to an unanticipated 
fall in agricultural output, actual results fell short of 
those envisaged (see text table below). The rate of growth 
in 1965 probably lies between 2 and 3 per cent, which, by 
Yugoslav standards, is a modest achievement. The flow 
of supplies was further restricted by a sharp reduction in 
the import surplus, and it would seem that an insufficient 
growth in the output of the metal-making industries 
continued to limit the output of the metal-using branches. 
Partly as a result of the slower growth and partly due to 
the re-introduction of the provision by which the size of 
the wage bill should not increase at a higher rate than 
productivity improvements, the demand for additional 
labour expanded.-very slowly. Compared with an increase 
of some 5-7 per cent in the preceding year, non-agricultural 
employment rose by 1.5 per cent in 1965. However, 
unemployment was kept within reasonable bounds 
mainly because the improved terms on which agricultural 
products were traded tended to slow down the migration 


towards urban areas. Moreover, emigration from the 
country as a whole may have increased somewhat during 
1965. At the end of the year, recorded unemployment 
(some 178,000, that is about 4 per cent of non-agricultural 
employment) was larger by 42,000 than in the corre- 
sponding period of 1964. 


Selected economic indicators for Yugoslavia, 1956 
to 1966 expectations 


1956-1962 
Annual 1963 1964 1965 1966 
Indicator ЯЧЕРЕЕ “Plan Actual Estimate 
РЕ 
(constant prices) ее Percentage increase from previous 
(Percent- year 
as age) 
Gross material product . 9.6 12.2 12.5 9 3 8-10 
Industrial production . . 11.7 16.0 16.0 11 8 7-9 
of which : 
Consumers’ goods .... 13.7 16.3 16.0 8 
Capital goods ...... 11.7 16.0 19:0: .. 8 
Intermediate goods. ... 10.4 15.0 15.5 tif 
Output per worker in in- ( 
о а Е 4.9 10.7 69 7 5 6-7 
Agricultural output ... 7.1 10.0 60 3 —6 7.5-9.5 
Gross fixed investments . 10.4 12.0 18.0 —4 —10 = 
Personal consumption . . 8.0 14.0 12.0 10 25526 
Exports (value). .... 13 il 4 S131 ol Dee? 
Imports (value). .... 11.0 19.0 25.0 2.5 —3 
Non-agricultural employ- 
Mente Meee ees 7.0 22 6.4" 3:3) 1518-25 
Registered unemployed 4 
(thousands) ..... 190 42103 136 3178 


Sources : National statistics and Press reports. 
@ December. 


Industrial output rose by 8 per cent, that is, half the 
rate of increase achieved in 1963 and 1964, but still above 
the rates recorded in 1961 and 1962 when restrictions 
on demand had again been applied. Almost two-thirds 
of the growth of industrial output were accounted for by 
a rise in productivity. Growth by branches was rather 
uneven, reflecting varying margins of surplus capacity 
(including extensions), variations in sectoral demand 
changes and the relative availability of inputs — especially 
those deriving from imports. Higher than average in- 
creases in output, ranging from 9 to 20 per cent, were 
recorded in electricity, oil, rubber, non-metallic minerals, 
paper and chemicals. None of these branches was particu- 
larly affected by demand restrictions while, on the other 
hand, they all enjoyed sizable additions to their existing 
capacity. In other branches where the effects of restric- 
tions, the slower growth of the national income and/or 
shortages of supplies were most strongly felt, output 
rose by not more than 4 to 7 per cent. Given the fact that 
investment expenditure decreased and that consumers’ 
credit expanded by less than in 1964, an expansion of 
exports was mainly responsible for increases in the out- 
puts of the various metal-using industries ranging from 
4 to 7 per cent. The textiles and footwear industries also 
benefited from an increase in exports. 

Following three years of fairly rapid growth, agriculture 
suffered a setback in 1965. The decline in output of some 
6 per cent is mainly attributable to adverse weather 
conditions. Frost in the early spring followed by heavy 
floods later in the year caused serious damage to crops in 
a number of regions, and the exceptionally dry summer 


weather reduced yields throughout the country. Such 
adverse conditions affected only the crops — the output 
of which fell by about 8 per cent; livestock production 
registered actually increased by roughly 4 per cent. In 
the private sector (which is particularly vulnerable to 
the vagaries of the weather) inadequate, though some- 
what improved, farming methods were also partly 
responsible for the decrease in output. In the socialist 
sector, where inputs are generally considerably higher, 
output again rose by some 4 per cent, although the area 
under cultivation remained virtually the same as in the 
preceding year. 


Domestic demand 


It is estimated that, taken together, the levels of fixed 
capital formation and consumption were roughly un- 
changed compared with the previous year, despite a rise of 
from 2 to 3 per cent in GNP. This trend was quite in 
accordance with the stabilization policy which had as a 
major objective a reduction of the foreign trade gap and 
at the same time an increase in domestic stocks. Restrictive 
measures were applied in a particularly rigorous fashion 
to investment expenditure which, in both 1963 and 1964, 
had been a major source of inflationary pressure. In- 
vestment outlays were kept in-check by preventing 
enterprises from spending more than 80 per cent of their 
financial resources on fixed assets; special reserves 
(amounting to 10 per cent of capital formation actually 
undertaken) were required in order to meet any excess 
costs; further enterprise savings were channelled com- 
pulsorily into working capital; investment banks were 
requested to allocate 25 per cent of new loans to working 
capital; a limit was imposed on the proportion of the 
resources of the commercial banks available for invest- 
ment purposes and some of their deposits were declared 
unsuitable for long-term lending. Consequently, the 
growth of investment expenditure decelerated until, in 
the last quarter of the year, it fell below the previous 
year’s level. For the year as a whole, the nominal value 
of investment outlays rose by about 1 per cent, but when 
expressed in real terms they declined by some 10 per cent 
compared with a 18 per cent increase in 1964. The 
difference between the two magnitudes was absorbed by 
a rise in wages in the construction sector and by higher 
prices of construction materials and machinery. 


The growth of demand for inputs was slowed down by 
the smaller increase in short-term credits and by blocking, 
as in 1964, first, 10 per cent, and then another 5 per cent, 
of the budget revenue. These restrictions were offset to 
some extent by grants of special credits for increasing 
stocks (especially of primary products), although the rise 
in this category was smaller than in 1964. The growth of 
demand for consumption goods, expressed in real terms, 
was limited by the discontinuation of the wage policies 
pursued in 1963 and 1964 and by restrictive hire-purchase 
measures. Incomes, and consumption measured in 
current prices, continued to rise faster than productivity, 
mainly as a consequence of the wage adjustments that 
followed the price reform. 


Wage receipts, social donations, the cash incomes of 
farmers and income from other sources increased by 


41, 45, 27 and 16 per cent respectively, all contributing 
to a rise in the total income of the population of 39 per 
cent, and of 35 per cent in disposable income.” It is 
estimated that the volume of personal consumption per 
capita increased by 2 per cent. In view of the fact that in 
the two previous years this had risen by some 28 per 
cent (and by an annual average of 8 per cent in the 
1956-1962 period), such a temporary departure from the 
previous rates of increase in personal consumption was 
not considered to be a major sacrifice. The price reform 
led to an appreciable redistribution of income by sectors,” 
real per capita wages in industry remaining unchanged, | 
whilst those earned in construction and services rose | 
faster than average, reversing the trend of recent years, _ 
The improved terms of trade of agricultural products , 
resulting from the price reform also helped the real © 
income of farmers to rise faster than average.?” 


Foreign trade and the balance of payments 


Restraint of domestic demand, the devaluation of the 
dinar in July 1965, and the tying of the quantity of inputs — 
imported by an enterprise to their export performance _ 
all helped to stimulate exports which rose by 22 per cent 
(compared with increases of 15 and 13 per cent in 1963 
and 1964) at a time when imports were reduced by 3 per 
cent (against increases of 19 and 25 per cent in 1963 
and 1964).276 Exports of industrial products rose by as 
much as 27 per cent, and those of fresh food products 
by 8 per cent. Imports of raw materials fell by 2 per cent 
(partly as a result of an increase in domestic supplies of 
raw materials, the output of which was stimulated by the 
price reform) and imports of capital goods decreased by 
18 per cent, while imports of consumers’ goods expanded 
by 10 per cent. As a result, the gap in the trade account 
narrowed from $433 million in 1964 to $242 million in 
1965 and the current account — almost $180 million in 
1964 — closed with a slight surplus. In order to support 
the reform they had undertaken the Yugoslav authorities 
continued to borrow abroad in 1965 and succeeded in 
postponing certain repayments of credit falling due in 
1965. Thus the overall balance of payments closed with 
an increase in the currency and gold reserves, which in 
December 1965 stood at $104 million (in addition to a 
surplus of $45 million on clearing accounts), compared 
with $74 million in the corresponding month of the 
preceding year. 


Prices and wages 


Price developments in 1965 fall into two periods. 
First, the restrictive policies introduced in September 
1964 and strengthened in January and March 1965, 
seemed to have checked inflationary pressure by the end 


374 The discrepancy between the rate of increase of total income 


=. of disposable income reflects a net repayment of hire-purchase 
credit. 


had already occurred in 1963 and 1964, but it 15. officially regarded 


that_a realistic parity between agricultural and other prices was 
achieved for the first time only by the price reform of July 1965. is 


276 These figures are computed on the basis of the dollar values of 
both exports and imports. 


interplay of supply and 


. There was also a subsequent very slight increase 
4 by further, less radical price modifications. 

yin the course of the last three years, wage policies 
nave been revised twice. In 1963 and in 1964, wages were 
lowed to rise faster than productivity in accordance 
vith the Government’s objective of reducing the ex- 
cessively high investment ratio and of promoting 
— through an increase in the labour costs — an accele- 
tated rise in productivity. It was thought that the existence 
of spare capacity in certain sectors would help to ac- 
-commodate the intended shift in the allocation of resources 
in favour of consumption. However, local governments 
and enterprises continued to invest heavily and the 
‘general demand pressure contributed to the rapid increase 
in prices. Nevertheless, real wages rose by 16 and 12 per 
cent in 1963 and 1964 respectively, compared with in- 
‘creases of 12 and 614 per cent in productivity. In 1965, 
wage policies were modified within the general framework 
of the stabilization policies, since it was recognized that 
further shifts in the pattern of output and trade could 
only be achieved in the longer run and also because a 
certain degree of price stability is required in order to 
maintain the new exchange rate. The modification con- 
sisted of re-introducing criteria applied prior to 1963 
according to which the increase in wages should not 
exceed the rise in productivity. Mainly as a result of the 
price reform and the consequent adjustment of wages, 
nominal incomes also rose considerably faster than 
productivity between 1964 and 1965, although the 4 per 
cent increase in real wages was roughly equal to the gain 
in productivity. 


Prospects 


With an improvement in the pattern of supplies and a 
consequent improvement in capacity utilization and 
productivity, and on the assumption that an expansion 
of exports will continue to support domestic growth, the 
latter is expected to accelerate in 1966. However, economic 
policies will continue to limit the rise in domestic capital 
formation and consumption within the rate of expansion 
of supplies in order to preserve the conditions of stability 
that are necessary for the implementation of the reform 
as well as for further improvements in the balance of 
payments. In addition, a further increase in stocks seems 
to be required. For these reasons most of the restrictions 
adopted in 1965 have been retained for 1966. The balance 
of payments will benefit further from a shift in the pattern 
investment in favour of sectors which hitherto have 
constituted supply bottlenecks, since the price reform 
had now made most of these sectors more attractive to 
investment resources. Moreover, it is expected that the 
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continue to increase until they reach, 
existing plan, $500 million by ab 


(b) The economic reform | 


‘ 
There seem to be easons why the Yugosla ori- 
ties have resorted {10 а rather comprehensive economic 
reform: on the one hand, there was a(genuine desire to 
‘eliminate some of the institutional shortcomings which, 


Ш the long run, could adversely affect growth and to 


remove the remaining anomalies in relative prices inherited 
from the early postwar period; on the other han was 
felt that a number of features of the system were still in- 
compatible with the major policy objectives of strengthen- 
ing the self-management and autonomy of enterprises. 


Primary distribution of income 


It is felt in the country that the efficiency of an economy 
of the Yugoslav type depends very much on the success 
achieved in stimulating local initiative, and that this 
entails endowing the working collectives with a fairly 
large degree of freedom in decision-taking and, con- 
sequently, wide scope for the play of market forces. In 
fact, a move towards decentralization has been a continu- 
ing feature of the development of the Yugoslav economic 
system during the last decade which witnessed a growth 
rate of about 10 per cent per annum. This very high rate 
of expansion has encouraged the Yugoslav authorities to 
adhere to the same general policies while reforming the 
economic system. 


Owing to the limited availability of resources and to a 
relatively low level of development, the process of decen- 
tralization has been slowest in the case of fixed capital 
formation. However, the rapid rise of incomes and 
greater diversification in the economy have created more 
favourable conditions for decentralization of fixed capital 
formation, involving changes in the primary distribution 
of income and a revision of the tax system (which had 
been criticized for some time). 


Until July 1965, enterprises were subject to a 6 per cent 
tax on capital, turnover tax and the manufacturing sector 
to а 15 per cent federal income tax.” The remaining 
income of enterprises was distributed by themselves as 
savings and wages, the latter being subject to a 17.5 per 
cent income-tax and a 24.5 per cent contribution to the 
social insurance fund.278 The reform, however, has reduced 
the tax on capital from 6 to 4 per cent (including some 
withdrawals of concessions granted earlier), has shifted 
the turnover tax оп to retail trade *”® and abolished 
altogether the 15 per cent federal tax on income in manu- 
facturing industries. Moreover, the tax on personal 


277 “ Economic Planning in Europe ”, Economic Survey of Europe 
т 1962, Part 2, Chapter УП, pp. 10-13. 

278 This was the position when the reform was introduced. 
However, certain steps had been taken in previous years to reduce 
the tax burden. Ibid., р. 10. 

279 The average rate at the federal level is 12 per cent, and at the 
local level a 6 per cent maximum obtains. 
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income is reduced to 10.5 per cent, and the social insurance 
contributions to 20.5 per cent. , 
The tax reform will bring about certain shifts in the 
distribution of resources as well as а change in the effects . 
of the fiscal instruments of economic policy. The share of 
public revenue in total distributed income will decrease, 
but on the other hand the price adj 


developed regions in their search for credit, although it is 
thought that fewer resources will be needed for this pur- 
pose than hitherto. In addition, the Government’s obliga- 
tion to finance collective consumption will diminish with 
the shift of resources from collective to-individual con- 
sumption, resulting from the reduction in the tax on wages 
and the social insurance contributions. According to a 
rather crude estimate, the share of enterprises in the 
primary distribution of income is expected to rise from 
57 per cent, prior to the reform, to 70 per cent. Moreover, 
the enterprises and the banking system will be able to 
finance about 70 per cent of the total capital investments, 
compared with some 45 per cent in the past. — 


The change in taxation is expected to have manifold 
effects. In the first place, the’Abolition of taxes falling on 
enterprises (and leaving out of the account the capital tax) 
is likely to affect the allocation of resources between 
branches and regions, since the more efficient enterprises 
may be expected to expand relatively rapidly and, in turn, 
this is bound to be reflected in changes in wages and 
incomes. The authorities, however, do not seem to be 
particularly concerned about such possible repercussions. 
This is partly because the position of most less-developed 
regions has improved, because some of the weaker sectors 
are now stronger as a result of the price reform, and partly 
because a more concentrated industrial structure and a 
clearer picture of the relative competitiveness of individual 
enterprises are sought after. Moreover, undesirable struc- 
tural adjustments may be checked by the manner in which 
government support in the search for credit is manipu- 
lated (see p. 101). Secondly, théthanges introduced by the 
reform will tend to weaken the role of fiscal policies in 
controlling market demand and in influencing the distribu- 
tion of the enterprise’s income between wages and savings. 
However, the. authorities are inclined to believe that the 
greater use of income, credit and monetary policies may 
bring equally effective control and influence. If necessary, 
these policy instruments can be supplemented by varia- 
tions in the rates of the turnover tax and by directives to 
enterprises which influence the use of their funds. It is 
generally believed that the employment of such instru- 
ments would be easier and resented much less by enter- 
prises than measures which cause frequent changes in the 
magnitude of the enterprise’s funds. Thirdly, the teduction 
of the capital tax, from 6 to 4 per cent, will make invest- 
ment less costly, in line with the policy to stimulate 
technological change and promote productivity improve- 
ments. Fourthly, ‘the wider margin between the tax that 
enterprises pay on their capital (now 4 per cent) and the 
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expected to encourage enterprises to save and to ac 


interest they receive from their Fier dey tore 
on capital borrowed short-term from (8 per ce 


late resources of their own more than they have done 
the past. Fifthly, the“shifting of the incidence OF 
turnover tax on to retail trade is expected to pror he 
greater specialization among enterprises.”*° Finally he 
shift of resources from collective to individual consu 
tion will widen the scope of income policies in promo 
productivity improvement. In the past, wage differenti 
essentially reflecting different individual efficie n 
tended to be largely eroded in the final income receipts by 
the high ratio of collective consumption, allocated on 
egalitarian principles. ‘ 
ae 


The reform of prices 


Closely related to decentralization of the use of resour- 
ces or, more accurately, a prerequisite of it, is the reform 
of prices and the exchange rate. Previously, prices_ of 
agricultural products, raw materials and _Services were 
deliberately depressed; the import exchange rate was 
uniform for all items, whereas export rates (composed of 
the official rate plus.premia payments) varied between 
items, usually to the advantage of the manufacturing 
sector. At the same time, domestic producers of manu- 
factured products were protected from imports by tariffs 
and/or the allocation of foreign currency. This situation 
has been radically changed by the introduction of a new 
structure of relative prices, calculated on the basis of the 
relationships prevailing among the prices of exports and 
imports on the world market, though slightly adjusted to 
take account of Yugoslav conditions. These prices, then, 
are translated into domestic prices on the basis of an 
exchange rate which is uniform for all items and deter- 
mined by balance-of-payments considerations.28! 


The immediate effect of the reform was an average 
increase in prices of 24 per cent; the prices of agricultural 
products, transportation, construction and various ser- 
vices increased by 32, 26, 22 and 45 per cent respectively 
and industrial goods on the average by 14 per cent. 
However, within this latter category the prices of basic 


280 The effect-of this change can be understood more easily by a 
closer examination of the nature of the turnover tax. First, there 
was a federal turnover tax which was levied on profits stemming 
from price distortions and the enterprise’s position in the market. 
These profits were estimated on the basis of the difference between 
actual and normal profits, with an allowance for the surplus profits 
that could presumably arise on the basis of improvements in 
efficiency. This tax has no role under the price reform, or with the 
new price structure under control for some time. Secondly, the 
largest proportion of the local turnover tax was levied ex-factory 
and at all stages of production. The tax was cumulative, an enterprise 
not being permitted to deduct from its tax liability the amount of 
tax paid on inputs purchased from other enterprises. There was 
therefore an incentive for an enterprise to produce semi-manufac- 
tures for its own use even if the cost was higher than in an enterprise 
specializing in that type of production. In other words, this type of 
turnover tax encouraged vertical integration and discouraged 
specialization. With the shift of the incidence of this tax on to sales, 
greater specialization among enterprises is encouraged. 

381 The new rate of exchange was fixed at 1,250 dinars (12.5 new 
dinars) to the United States dollar. It represents, in comparison with 
the previous one (inclusive of premia for exports), a 67 per cent 
devaluation of all imports, a devaluation of the same degree for 
45 per cent of exports but of 26-51 per cent for the rest of exports. 
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cent. The new price structure will remain con- 
for some time, and will then be dismantled 
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ng sectors. This policy helped the output of Se 


cost and profitability indicators inaccurate, and this, in 
turn, tended to make planning increasingly difficult. In 
addition, de facto subsidies to reduce manufacturing input 
costs failed to promote either sufficient reductions in costs 
by, and co-operation among, domestic enterprises, or the 
achievement of larger-scale production. Finally, the 
divorce between internal and external prices hindered the 
full integration of the Yugoslav economy with the world 
market. 

Changes in relative costs and prices are expected to 
promote greater efficiency and more balanced growth. 
Capital accumulation will be more economically dis- 
tributed by branches. Substantial cost reductions and 
specialization on a larger scale — now a condition of 
survival for high-cost manufacturing enterprises — may 
also be expected. A rapid increase in productivity would 
be particularly welcome at this stage, when the rise in 
investment is being kept within relatively narrow limits. 
The emphasis being placed on efficiency will reduce the 
rate of growth of non-agricultural employment, but 
improved working conditions in the farming sector may 
tend to slow down the flow of labour from agriculture, 
thereby preventing any appreciable increase in unemploy- 
ment. Moreover, the Government is seriously con- 
sidering the desirability of encouraging the emigration of 
non-skilled workers. Emigration agreements have already 
been concluded with a number of European governments. 


By aligning domestic prices more closely to foreign 
prices, the reform has already enabled the authorities to 
simplify the foreign trade system and to make a more 
efficient use of commercial policy. In addition to a 
uniform exchange rate and the abolition of export premia, 
trade and payments were further liberalized 283 and 


282 Under the present plan, rents will be gradually raised to 
economic levels by 1970. 

288 For instance, there is no longer a prohibition of imports of 
motor-cars by private citizens. Twenty-four groups of products 
have been taken from the list of imports that are subject to re- 
strictive licensing (19 still remain on this list). It primarily covered 


ally.282 The net results of these changes will be a . 
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tariffs reduced, among other reasons, as a result of 
devaluation.?** On this basis accession to GATT is being 
sought. All these developments are expected to promote a 
fuller integration of Yugoslavia into the world market. 


The banking system and the capital market 


The reduction in taxation and the increase in the auto- 
nomy of enterprises implies that greater reliance must be 
placed on monetary and financial policies for the guidance 
of the economy. The reform therefore aims, inter alia, at 
providing a framework within which the reorganization of 
the banking system can take place and for the establish- 
ment of a form of capital market. The principal charac- 
teristics of the new banking system are an increase in its 
autonomy vis-d-vis the administrative authorities and a 
greater participation by enterprises in its management 285 
but, at the same time, there is to be a clearer demarcation 
between long- and short-term lending operations, and a 
capital flow between regions and the National Bank is to 
be given wider powers for controlling short-term credits. 


A review of the new banking system,?** now consisting 
of four types of bank, indicates how resources will be 
mobilized and allocated and how the monetary and 
credit controls will function. In addition to the National 
Bank of Yugoslavia, whose statute changes little, there 
will be investment, commercial and savings banks. 
Investment banks are to raise capital by means of sub- 
scriptions from the founders (which are expected to be 
above the minimum level required for membership, 
since they are exempt from the 4 per cent tax on capital 
and they qualify for a larger number of votes), from time 


nearly all equipment imported, and now leaves only motor-vehicles 
imported by enterprises. Earlier import quotas were applied to 
33 products or groups of products; there now remain only 23. 
The remaining controls are maintained for balance-of-payments 
reasons. 


284 The new tariff is a one-column tariff, but with a 50 per cent 
increase in rates for countries which do not extend to Yugoslavia 
most-favoured-nation treatment. It is based on the Brussels Tariff 
Nomenclature and the Convention of Values. The average tariff 
incidence has been reduced from 23.3 per cent to 11.7 per cent; 
for raw materials from 12.14 to 5.11 per cent; for semi-manufactured 
products from 17.19 to 9.26 per cent; for capital goods from 42.79 
to 20.39 per cent; and for consumers’ goods from 43.16 to 21.06 
per cent. Imports of tropical foodstuffs are now duty-free. 


285 The banks are autonomous organizations established by 
certain enterprises and socio-political organizations which subscribe 
capital to form their credit fund. At least 25 founders, with a sub- 
scription of 15 billion dinars, are required for the formation of an 
investment bank, 5 billion (plus 2 billion sight deposits) for purely 
commercial banks and with another 1 billion for mixed commercial 
investment banks and 100 million for a savings bank. Links between 
the bank and its founders take the form of the right of founders to 
participate in the bank’s business decisions (the number of votes — 
up to a certain maximum — depends on the size of the subscription), 
to participate in the distribution of the bank’s income and in a 
priority to loans from that bank. In turn, the banks earn profits to 
which the salaries of their staff are tied. The initiative for the 
establishment of the Yugoslav Investment Bank came from the 
Federal Government of Yugoslavia and more than 30 of the biggest 
enterprises in the country. Similarly, the Foreign Trade Bank (a 
type of commercial bank) was established by the Federal Govern- 
ment and 363 enterprises. 

286 A description of the banking system as it existed before the 
reform may be found in “ Economic Planning in Europe » Economic 
Survey of Europe in 1962, Part 2, Chapter VII, p. 12% 
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deposits and by issuing securities. The Yugoslav Invest- 
ment Bank will, in addition, borrow from abroad and 
receive grants from the Federal Government representing 
the tax on capital. This is expected to ensure a sufficient 
concentration of capital for financing new projects or 
extensions of existing enterprises. Investment banks will 
provide credits for extensions of fixed and working 
capital, to be normally granted on a competitive basis. 
The Government may influence this allocation by subsi- 
dizing the weaker sectors or regions. Also the authorities 
can request the investment banks to restrict loans for 
fixed capital formation or, by means of a special law, 
it may oblige the banks to provide finance for certain 
activities indicated below. On the other hand, the develop- 
ment of certain non-competitive sectors, such as energy, 
transportation and land improvement, etc., or of the 
less-developed regions, is to be financed by means of 
special funds which will draw their resources from 
specially designated categories of геуепие.?87 

Commercial banks (which are to replace the Republics’ 
business banks and communal banks) will specialize in 
short-term lending, on the basis of sight deposits and 
credits from the National Bank. They may grant invest- 
ment credits to communal economies provided that the 
former are in a position to raise adequate long-term 
capital. Savings banks will collect personal savings and 
other capital, and lend for hire-purchase purposes. The 
commercial and savings banks will be closely supervised 
by the National Bank of Yugoslavia, whose authority in 
monetary and credit affairs has been enhanced con- 
siderably. These changes, together with the arrangements 
for the investment banks described above, are intended to 
provide the framework for a more efficient method of 
resource allocation and for more effective stabilization 
policies. : 


Planning 


In future, annual plans will not be drawn up in any 
formal way. Economic activity within any given year 
will be guided by credit policy, by decisions concerning 
the use of federal funds, and by some manipulation of 
the allocation of decentralized resources (primarily by 


287 Ног instance, up to 20 per cent of investments in the energy 
field will be financed by the Yugoslav Investment Bank, and the rest 
by a 2 per cent levy on all current investments, by amortization and 
new capital raised within energy-generating enterprises. 


‘techniques which will be employed for the implementa 


fixing the proportions of savings that enterprises an 
banks can use for fixed investment and by inducing th 
banks to help finance special purpose projects). Th 
availability of sufficient and appropriate informatio 
allows the Government to intervene in these way 
whenever it finds it necessary. Ee Е 
It is difficult to determine the extent to which th 
reform will change the technique of planning. The nev 
five-year plan is now being formulated but so far Ш 
is known about the methods being adopted or about its 
target so that any analysis of any new methods is im 
possible. However, the above remarks indicate thi 


tion of plans. 


Conclusions Е 
Е 


The reform provides a new framework for solving 
most of the problems that, of late, have been facing the 
Yugoslav economy. Obviously, spectacular results cannot 
be expected in the short run since, in particular, the full 
impact of the recent changes will be felt only when, and if, 
they are reflected in a more suitable pattern of capital 
formation. On the other hand, certain benefits of the 
reform may appear relatively quickly, especially as a 
result of the greater incentive for enterprises to spe- 
cialize, to utilize their capacities to better effect and to 
cut costs. Such results, together with certain other 
adjustments implied in the reform, may be more than 
adequate to offset any adverse effects on high cost 
manufacturing enterprises which may be obliged either 
to close down or to reduce output during a period of 
re-adaptation. The devaluation should lead to an imme- 
diate improvement in the balance of payments. 


It is very likely that the conditions created by the 
reform will require a more disciplined use of monetary 
and incomes policies than has been the case hitherto — 
especially when account is taken of the fact that the 
authorities’ control over the distribution of income and 
capital formation has been weakened. Thus, monetary 
policies have become crucial for limiting investment 
demand; and incomes policies are equally important, 
given the fact that resources at the disposal of enterprises 
have been enlarged. The expressed intention of the 
Government, to keep internal demand below domestic 
supplies for some time to come, indicates that it is aware 
of the fact that the success of the reform will depend 
greatly on whether stable conditions are achieved. 
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